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Experience in modern warfare has demonstrated that 
the very existence of our nation is dependent on the scien- 
tific progress we maintain. Encouragement of this prog- 
ress has passed from the status of a desirable aid in the 
improvement of our standard of living to a matter of 
grim public necessity. The patent system, designed to 
“promote the progress of science and useful arts,”* has 
been recognized by our public leaders as a vital factor in 
encouraging this progress.” Despite this recognition, the 
patent system continues to be the subject of extensive 
criticism, much of it predicated on the argument that 
patents have formed a shield behind which technological 
progress has been retarded and demanding sweeping 


* This article was prepared in fulfillment of the requirement for the course in 
Public Law Research at The George Washington University Law School 
during 1944-45. 

+ Member of the D. C. Bar. 

1 Unitep States Constitution, Art I, Sec. 8. 


2“The problem you are studying is vital. Patents are the key to our tech- 
nology; technology is the key to production; production is the key to victory. I 
trust that your committee will . . . help the government to formulate a wise patent 
policy to guide us through that victory which we all so devoutly wish.” Excerpt 
from letter of April 17, 1942 from President F. D. Roosevelt to the Chairman 
of the Senate Committee on Patents. 


“Research is also affected by the patent laws. They stimulate new invention 
and they make it possible for new industries to be built around new devices or 
new processes. These industries generate new jobs and new products, all of 
which contribute to the welfare and the strength of the country.” Dr. Vannevar 
Bush, Director of the Office of Scientific Research and Development, ScrENCE 
THE ENDLESS FRONTIER (1945) p. 16. 
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changes in the basic philosophy of the patent law* or even 
abolition of the system entirely.‘ Determination of the 
extent to which this criticism has validity and the taking 
of measures to rectify existing shortcomings are basic to 
our national defense and welfare. 

The principal criticism of our patent system is the 
alleged suppression of patented inventions permitted by 
the absence of statutory provisions relating to use. This 
aspect of the patent system has been the subject of exten- 
sive controversy over a long period of years—a contro- 
versy that has demonstrated the widespread opposition 
to compulsory licensing and revocation statutes but has 
failed to provide a conclusive answer with respect to the 
true significance of suppression. Some authors have con- 
sidered suppression as a major weakness of our patent 
system’® and it received emphasis in the T.N.E.C. inves- 
tigations.° On the other hand, the patent bar’ and in- 


3 For a collection of views on the patent system and its operation see The 
Public Interest in a Sound Patent System, THE JouRNAL oF COMMERCE, New 
York, March 11, 1943. For a typical debate see Arnold, The Abuse of Patents 
and Langner, We Depend on Invention, ATLANTIC MONTHLY, July 1942. See 
are the University oF CHICAGO RouNpD TaBsLe, August 5, 1942. 


See, for example, Petro, Patents, Judicial Developments and Legislative 
ana (1945) 12 U. or Cut. L. Rev. 80-103, 352-420, 415. 


r 


5“The suppression of patents is regarded as one of the greatest evils of our 
patent system. A large proportion of inventions are not embodied in products ; 
their disclosure through publication of the patents thus becomes the only channel 
through which knowledge of their existence is obtained, and the only return 
to the public for the grant of legal monopolies... .” Vaughan, Eouyeparcs OF 
Our Patent System (1925) p. 160. 

6 “Patent laws—Amendment of the patent laws to prevent their uge to sup- 
press inventions, and to create industrial monopolies. Of course, such amend- 
ment should not deprive the inventor of his royalty rights, but, generally 
speaking, future patents might be made available for use by anyone upon pay- 
ment of appropriate royalties. Open patent pools have been voluntarily put 
into effect in a number of industries with wholesome results.”—excerpt from 
message of April 29, 1938 by President Roosevelt to Congress which resulted 
in creation of the Temporary National Economic Committee by joint resolution 
(Pub. Res. 113, 75th Cong. 3d Sess., (1938) ). For typical testimony relating 
to suppression, see T.N.E.C. Hearincs, part 3, pp. 885, 908, 999, 1058, and 
1103. See also, Hamilton, PATENTS AND FREE ENTERPRISE (T.N.E.C. Mono- 
GRAPH No. 31) p. 149. But see Folk, PArENTs AND INDUSTRIAL ProcrEss (1942) 
(criticism of MonocrapH No. 31). The Frnat Report AND RECOMMENDA- 
TIONS OF THE T.N.E.C. [S. Doc. 35, 77th Cong., p. 36, (1941)], recommends 
general compulsory licensing of patents although the preliminary report was 
silent on this subject. Senator King disclosed views at variance with the 
majority of the committee at T.N.E.C. HEarincs, part 31A, p. 18,023. 

7 See, as typical, REPORT OF THE AMERICAN PATENT Law AssocIATION OP- 
POSING THE McFarLane Biit, H. R. 9259 (1938). 
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ventors® have been virtually unanimous in declaring 
suppression of patented inventions to be practically non- 
existent. Studies by economists have failed to reach con- 
sistent conclusions relative to the existence of suppression 
and the economic effects of compulsory licensing.’ Exec- 
utive committees formed to study the patent system have 
failed to recommend compulsory licensing as a means of 
preventing suppression”® and Congress has repeatedly re- 
jected compulsory licensing and revocation statutes.” 
There is little prospect of advancing a satisfactory solu- 
tion to the problem of coping with the anti-social aspects 
of patent practices by attempting to resolve the disputed 
questions of fact concerning the extent of suppression of 


8“T have heard and read numerous statements that many corporations buy 
valuable inventions to suppress them, but no one cites specific cases and I 
myself do not know of a single case.” Thomas A. Edison, HEARINGS ON THE 
OtprieLp Birt [(H. R. 23,417, 62d Cong., p. 34 (1912)] part 22. See also 
T.N.E.C. HEARINGS, op. cit. supra note 6. 


®“Much nonsense has been written, however, about the ‘supression’ of im- 
mediately practicable and significant patents by pools. . . . Almost always it 
appears on examination that these unworked patents represent alternative or 
inferior processes or products or immature developments. Actual cases of 
suppression probably occur only where commercial, as distinguished from 
technological feasibility is lacking or where short-sightedness and narrow con- 
servatism dictate a stand-pat policy undisturbed by the pressure of competition. 
Even the latter is a danger.” Kahn, Fundamental Deficiencies of the American 
Patent Law, (1940) 30 Am. Econ. Rev. 475, 490. See also Vaughan, op. cit. 
supra, note 5 at 240 (concluding that compulsory licensing would discourage 
invention and aid large companies) and Bennett, THE AMERICAN PATENT 
System (1943) p. 241. 


10 See, as typical, the Report oF THE SciENCE Apvisory Boarp (J935) re- 
printed in T.N.E.C. Hearincs, part 3, p. 1139 and the First Report oF THE 
NATIONAL PATENT PLANNING COMMISSION (1943) reprinted in (1943) 25 
J. Pat. Orr. Soc. 455. But see the O.prieELD ComMITTEE Report [(H. Rept. 
1161, 62d Cong. (1914)] and the Frnat Report AND RECOMMENDATION OF THE 
T.N.E.C., op. cit. supra note 6. Suppression is one of the topics to be con- 
sidered by the committee appointed by President Truman to study the patent 
system, see (1945) 27 J. Pat. Orr. Soc. 315. 


11 Proposed compulsory licensing statutes and legislative hearings considering 
them are too numerous to be listed herein. The most exhaustive hearings were 
those on the Oldfield Bill, H. R. 23,417, 62d Cong. (1912), which provided 
that a bill in equity may be filed to obtain compulsory license. The bill, as 
amended, limited such licensing to situations where the applicant could prove 
that the patented invention was suppressed to avoid competition with some other 
product of the patent owner. Though reported favorably by the committee, 
the Oldfield Bill was not brought to vote in either branch of Congress. The 
most recent hearings on compulsory licensing are those on the McFarlane Bill, 
H. R. 9259, 75th Cong. (1938) which, in its original form, provided that 
after 3 years a patent should constitute only an “exclusive right to a royalty 
through the licensing of the invention.” This bill, and an amended version, 
were dropped when the T.N.E.C. investigation commenced, For a more detailed 
survey of compulsory licensing proposals see Fox, op. cit. supra note 6 at 257. 
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patented inventions in the popular sense of withholding 
a product from the market to retain greater profits asso- 
ciated with a substitute. The contradictory conclusions 
on this phase of the problem have rested upon opinion 
evidence of doubtful probative value. It is not likely that 
either a public or a private investigation will uncover 
reliable evidence of suppression of such nature as to sup- 
port findings of fact which can withstand scrutiny when 
tested by accepted standards of judicial review. 

A more enlightening approach is afforded by a consid- 
eration of the legal incidents of suppression of patented 
inventions in the sense of non-use resulting from the 
method used in exploiting the patent. This approach 
avoids the vagaries of purely conceptual analysis and 
speculative judgment and permits analysis based on the 
decided cases. In the light of the records of these cases, 
it is possible to ascertain by conventional standards of 
judicial proof the species of suppression in issue in the 
particular factual setting as well as the degree to which 
our judicial system has adjusted itself to the problem of 
suppression. To codrdinate this analysis with the effect 
of a statute relating to the use of patented inventions, a 
brief analysis of the operation of the British compulsory 
licensing statute will be made. 

Withholding a patented product from the market to 
retain greater profits associated with a substitute consti- 
tutes only one species of non-use of patented inventions. 
Suppression of patented inventions in the sense of non-use 
may result from a “fencing” patent secured on an im- 
provement to the product of a competitor and held in 
non-use to restrict him to an inferior technology” or to 
more effectively compete when the basic patent expires. 
Non-use may also result from the practice of obtaining 


12 The most publicized example of this practice is that described in a Memor- 
andum on Policy of Hartford-Empire Company, Feb. 18, 1930 reprinted in 
T.N.E.C. HEarincs, part 2, p. 771. Representatives of the company denied that 
this memorandum accurately reflected Hartford’s patent policies, T,N,E.C. 
HEARINGS, part 2, p. 417, 
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patents on alternate devices achieving the same result as 
a presently manufactured product, thereby “blocking” 
competition of similar developments by others,”* and in- 
suring the availability of these devices if future changes 
should render them most practical. Non-use, at least to 
some degree, results from license agreements. Limitations 
such as to field of use, geographical area of sale and 
amount of production have an immediate and direct effect 
in limiting use of the patented invention by the licensee. 
Other limitations, such as a simple percentage royalty, 
involve price increases which result in reduced sales vol- 
ume which is not significant and the resulting non-use is 
remotely related to the license agreement.“ 

Since effective exercise of the patent grant entails some 
limitation on production,” and therefore involves non-use 
at least to some degree, it is necessary to bear in mind the 
purposes and nature of the patent grant when the effects 
of non-use are to be evaluated. The fundamental objective 
of the patent system, promotion of science and the useful 
arts, is clear but the economic mechanism by which this 
objective is achieved is often misunderstood. Historically, 
reward for inventors** and prevention of secrecy” consti- 


13 This practice was also described in the Memorandum on Policy of Hartford- 
Empire Company, supra note 12. 

14 This discussion is based on a comparison of conditions when various types 
of licenses are granted with that existing in the case of unrestricted royalty 
free licenses. It should be observed, however, that the patent owner may be in a 
competitive situation wherein he cannot grant unrestricted licenses without los- 
ing all advantage from the patent rights. Under such circumstances, grant of 
restricted licenses increase the availability of the patented invention. See Ashley, 
License Agreements, JOURNAL OF COMMERCE, supra note 3 at 37, and Wood, 
PATENTS AND ANTITRUST Law (1942) p. 62. 

15In some instances patents are acquired for the sole purpose of avoiding 
payment of royalties to others. Patents held by the United States Government 
are in this class as are certain patents owned by organizations such as the 
American Telephone and Telegraph Company which enjoys an exclusive market 
for some products (see testimony of Dr. F. B. Jewett, T.N.E.C. HEarincs, 
part 3, p. 958). This use of patents has no influence on production. 

16 Tt has been suggested that a system of rewards for inventors, rather than 
an exclusive grant, had many adherents among the framers of the Constitution 
(HAMILTON, op. cit, supra note 6 at 24). It is now well settled that reward 
of individual inventors is not the objective of the patent system. See as typical, 
Justice Jackson in Sinclair & Carrol Co. v. Interchemical Corp., 65 Sup. Ct. 
1143, 1145 (1945). Nevertheless, the “lure” of personal gain still constitutes 
one method by which the patent system induces individuals to make the effort 
required to invent. 

17 Vaughan, op. cit. supra note 5 at 27. Disclosure by the inventor is the 
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tuted the principal methods by which the patent system 
sought to encourage technological progress. Today, in- 
ducing investment in the development and manufacture 
of new inventions is the principal mode of operation of 
the patent system.** New business enterprise is funda- 
mentally risky, particularly when a new invention having 
unpredictable developmental expense and marketing 
problems is involved.” Furthermore, the inertia of the 
public and manufacturers must be overcome.” If invest- 
ment in research facilities is contemplated, the effect of 
the patent system is particularly pronounced for the lab- 
oratory can earn no income other than the profit derived 
from patent protection. If capital is to continue to flow 
into enterprise of this type, an effective patent system is 
essential.” 

If the patent is to perform its function of inducing in- 
vestment in new enterprise, the law relating to the use of 
patents must be examined in view of its influence on in- 
vestors. This is particularly true in the case of efforts to 
control non-use of patented inventions since legislation 
of this type necessarily reduces the exclusive character of 


basis for the concept that the patent is a contract, the disclosure constituting 
consideration for the exclusive grant. 2 Walker, Patents (DELLER’s Ep. 1937) 


18“ | . Whatever opinions have been expressed to this committee or may 
hereafter be expressed as to whether or not the inventor will continue to 
invent without the patent system, I think I can present to you indisputable evidence 
that the speculative capital will not back new inventions without the patent 
protection. And in the final analysis this is the crux and the most important 
thing in the whole patent question’—Commissioner Coe, T.N.E.C. HEARINGs, 
part 3, p. 857. See also, Vaughan, op. cit. supra note 5 at 30; Kahn, supra 
note 9; Forkosch, The Economics of American Patent Law (1939) 17 N. Y. 
U. L. Q. Rev. 157, 177; and Judge Frank’s concurring opinion in Picard v. 
United Aircraft Co., 128 F. (2d) 632, 644 (C. C. A. 2d, 1942). 

19 For a collection of opinions to this effect see HEARINGS ON THE MCFARLANE 
Bitt (H. R. 9259, 75th Cong., 1938). 

20 Even in Russia, where funds are provided for the specific purpose of de- 
veloping inventions, it has been found necessary to provide penalties for failure 
to accept new inventions. See Olkhovsky, Patents and Trade Marks in the 
U. S. S. R. (1935) 17 J. Pat. Orr. Soc. 386 and Principles of Soviet Patent 
Law and Social Organization of Inventions in the U. S. S. R. (1935) 17 J. Part. 
Orr. Soc. 568. 

21 An additional effect of the patent system is to introduce competition in 
invention, thereby inducing exploration of alternate methods of accomplishing a 
given result. Slavish copying instead of developing new products constituted 
one of the principal reasons why the Netherlands reintroduced a patent system 
after repealing all patent statutes in 1869. See University or Cuicaco Rounp 
TABLE, supra note 3. 
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patent rights and limits the value of the patent to a pro- 
spective investor.” If the reduced incentive to invest 
associated with a law limiting non-use more than com- 
pensates for the gain in availability of the invention made 
possible by the law, it seems clear that the objective of the 
patent system, promotion of science, is not attained. Gen- 
eral compulsory licensing statutes, subjecting all patents 
to compulsory licenses, have a serious disadvantage in this 
respect for businessmen appear unanimous in regarding 
such statutes as greatly limiting the value of investment 
in new inventions.” 

The subject of non-use is closely related to the nature of 
the patent grant. Eminent authority has declared that 
the patent is property having the ordinary incidents of 
property rights, including non-use.** This label does not, 


22 See, for example, the statement of Senator King, supra note 6 and Judge 
Frank, supra note 18. 

a" Blenko, Compulsory Licenses, JouRNAL OF COMMERCE, supra note 3 
at 35. 

24 See, as typical, Mr. Justice Roberts in Hartford-Empire Co. v. United 
States, 65 Sup. Ct. 373 (1945). There is, however, a strong tendency among 
those who would limit the rights associated with the patent grant to designate 
it as “a limited franchise” (Hamilton, op. cit. supra note 6 at 162), “a special 
privilege” [(Justice Murphy in Precision Instrument Mfg. Co. v. Automotive 
Maintenance Machinery Co., 65 Sup. Ct. 993, 998 (1945) ], or a “privilege which 
is conditioned by a public purpose” [Mr. Justice Douglas in Mercoid Corp. v. 
Mid-Continent Investment Co., 320 U. S. 661, 666, 64 Sup. Ct. 268, 88 L. ed. 
376 (1944) ]. 

An interesting analogy may be drawn between the law relating to patents 
for inventions and the mining law, an analogy which emphasizes the fact that 
patents are only one of the many situations where an exclusive grant is pro- 
vided to encourage effort and capital investment. Under R. S. § 2319, 30 U. S. C. 
§ 22 and its predecessors, mineral deposits on federal lands are open and 
free to exploitation and purchase under regulations prescribed by the law and 
customs of the location. This law gives the locator of an ore body in the 
public domain the right of exclusive possession for mining purposes, provided 
only that he comply with local and federal procedural requirements for estab- 
lishing his claim and that he spend at least $100 per year in developing or 
working the claim (R. S. § 2324, 3 U. S. C. § 28). It has been held that 
rights so granted are exclusive of the government, Gwillim v. Donnellan, 115 
U. S. 45, 5 Sup. Ct. 1110, 29 L. ed. 348 (1885), and that associations and 
corporations may take under the acts, McKinley v. Wheeler, 130 U. S. 630, 
9 Sup. Ct. 638, 32 L. ed. 1048 (1889). It has also been held that the right 
is a transferable, inheritable, property right and is not dependent on use or 
occupation beyond that required to meet the annual labor reqyirement, Union 
Oil Co. v. Smith, 249 U. S. 337, 39 Sup. Ct. 308, 63 L. ed. 635 (1918); Belk 
v. Meagher, 104 U. S. 279, 26 L. ed. 735 (1881). After a total work of 
$500 value has been invested in a claim, a patent which is not subject to the 
annual labor requirement may be obtained by compliance with R. S. § 2325, 
30 U. S. C. § 29, and payment of a nominal fee per acre. Both claim and 
patent rights are indefinite in duration. For a discussion of the operation of 
these laws see Davis, Fifty Years of Mining Law, (1937) 50 Harv. L. Rev. 897 
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however, render the patent immune to legislative and 
judicial limitations on use, nor does it alter the basic pur- 
pose underlying the grant.** Abuse of property, by non- 
use or otherwise, has long been a problem in our capital- 
istic economy” and remedies devised to prevent this abuse 
are no less applicable to patents than to property gener- 
ally. Statutes relating to eminent domain,” police power,” 
wartime price control,” and the anti-trust law,” all de- 
signed to eliminate abuse of property rights, have been 
applied to property generally and to patents. Similarly, 
the judicial doctrines relating to unclean hands, public 
policy, and the like constitute an additional limitation on 
the “exclusiveness” of rights associated with both patents 
and paoperty generally.” 

For the purpose of analysis, the legal effects of non-use 
are discussed herein in accordance with their procedural 
characteristics. Classified in this manner, they fall into 
the following basic groups: 


(1) Refusal to grant—the effect of prospective 
non-use of an invention on issuance of a patent there- 
fore. 


25 Motion Picture Patents Co. v. Universal Film Mfg. Co., 243 U. S. 502, 
37 Sup. Ct. 416, 61 L. ed. 871 (1917). 

26 See, for example, Wilcox, CoMPETITION AND MONOPOLY IN AMERICAN 
Inpustry, T.N.E.C. MonocraPH No. 21 (1941) p. 69 (abuse of property 
rights in the aluminum industry). But see United States v. Aluminum Co. 
of America, 148 F. (2d) 416, 432 (C. C. A. 2d, 1945). See also, Edwards v. 
Allouez Mining Co., 38 Mich. 46 (1878) and McCann v. Chasm Power Co., 
211 N. Y. 301 (1914) (property purchased for purpose of levying tribute) 
and Wigmore, The Patent Monopoly, JouRNAL oF COMMERCE, “— note 3 at 24. 

27Compare United States v. Gettysburg Elec. R. R. Co., ‘ 

16 Sup. Ct. 427, 40 L. ed. 576 (1895) (eminent domain) with ‘cosine & Sons v. 
Curtis Turbine Co., 246 U. S. 28, 38 Sup. Ct. 271, 62 L. ed. 560 (1918) (gov- 
ernmental use of patented inventions). 

28 See discussion in Pennsylvania Coal Co. v. Mahon, 260 U. S. 393, 43 Sup. 
Ct. 158, 67 L. ed. 322 (1922) (property generally) and Patterson v. Kentucky, 
97 U. S. 501, 24 L. ed. 1115 (1879) (patented product). 

29 Yakus v. United States, 321 U. S. 414, 64 Sup. Ct. 660, 88 L. ed. 834 
(1944) (price controls) ; Bowles v. Willingham, 321 U. S. 503, 64 Sup. Ct. 641, 
88 L. ed. 892 (1944) (rent control); Alma Motor Co. v. Timken-Detroit 
Axel Co., 144 F. (2d) 714 (C. C. A. 3d, 1944) cert. gtd., 65 Sup. Ct. 587 
(1945) (control of royalty payments under patent licensing contracts). 

30 Hartford-Empire Co. v. United States, supra note 24. 

31 Compare Morton Salt Co. v. Suppiger Co., 314 U. S. 488, 62 Sup. Ct. 402, 
86 L. ed. 363 (1942) (equitable relief denied for abuse of patent rights) with 
Edwards v. Allouez Mining Co., supra note 26 (equitable relief denied for 
abuse of property rights). And see Prosser on Torts (1941) p. 591 (destruc- 
tion of property by self-help to abate a nuisance). 
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(2) Non-use as a defense—non-use as a defense 
available to the infringer of a patent. 

(3) Anti-trust law—non-use of a patented inven- 
tion as a basis of actions under the anti-trust laws. 

(4) Compulsory licensing and revocation. 


I 


REFUSAL TO GRANT 


The recent Special Equipment case’ has brought to 
the attention of the Supreme Court the question of 
whether refusal to issue a patent can be based on prospec- 
tive non-use. In this case the patent office had allowed 
claims drawn to a complete machine for preparing pears 
for canning. The allowed claims covered the combination 
of a turret upon which the tops of the pears were removed, 
a splitting knife slicing the pears, and a second turret 
upon which the pears were pealed and cored. The com- 
plete machine was highly successful and a proven com- 
mercial success.** However, with the claims as allowed, 
an infringer could omit the splitting knife and obtain 
most of the advantages of the machine without incurring 
legal liability to the prospective patentee.** Application 
was accordingly made for several subcombination claims, 
claims covering combinations of elements which in them- 
selves did not constitute the complete invention but which 
could be used separately to achieve some of the benefit of 
the invention.* The particular subcombination claims in- 
volved in the litigation were drawn to cover the machine 

32 Special Equipment Co. v. Coe, 65 Sup. Ct. 741 (1945). For comments on 
the Special Equipment case see Sellers, The Slamming of the 4915 Door, (1944) 


26 J. Pat. Orr. Soc. 651; Note (1945) 45 Cor. L. Rev. 422; Note (1945) 58 
Harv. L. Rev. 726. 

33 Testimony before the District Court showed that the price of canned 
pears had gone from 30 cents a can to as low as 15 cents a can after the introduc- 
tion of the machine. It was also stated that the total pear pack had about 
doubled in this period. 

84 Rowell v. Lindsay, 113 U. S. 97, 5 Sup. Ct. 507, 28 L. ed. 906 (1885) ; 
Robinson, Patents (1890) p. 98; 1 Walker, Patents (Deller’s Ed. 1937) p. 
461. 

35 This is the accepted method of avoiding the limitations as to claims cov- 
ering a complete combination. See Langsdam, Subcombination Claims (1939) 
21 J. Pat. Orr. Soc, 921, 
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without the cutting knife. These claims were rejected by 
the patent office as incomplete, misleading, and objection- 
ably broad in view of the specification and drawings.** 
On appeal under R. S. 4915,°" the District Court for the 
District of Columbia affirmed the action of the patent 
office pointing out that, as disclosed in the application, the 
machine required a splitting knife to produce a useful 
result. 

On appeal to the Court of Appeals for the District ot 
Columbia,” the claims were regarded as “typical sub- 
combination claims” having “no lack of completeness or 
clarity.” * From the standpoint of utility, it was consid- 


ered “plausible to say that the subcombination does pro- 
duce a useful result and that two distinct inventions are 
disclosed in the application.” The District Court was 
affirmed, however, on an entirely new ground, namely, 
that the proposed claims did not cover a device actually 
to be manufactured. Such prospective non-use was as- 
sumed from the fact that the purpose of the subcombina- 


tion claims was to protect the allowed claims on the whole 
machine, not for manufacture of the subcombination as 
a commercial machine. The court dwelt at length on the 
evils of patents sought for purposes of non-use and the 
protection of commerce in other machines. Such patents, 


386 The Patent Office decision, rendered 8 years after the initial application 
was filed, emphasized failure of the applicant to indicate in the specification that 
the splitting mechanism could be omitted and pointed out that the drawings 
showed parts shaped in a manner specially adapted to operate on whole pears. 
In concluding, the Board of Appeals observed: “Without a doubt subcombi- 
nation claims may be obtained in addition to the claims to the entire combination. 
Such subcombination claims should cover a construction which will accomplish 
a useful result. In the present case there is no indication that the construction 
claimed can or was ever intended to accomplish a result. To accomplish 
any result it is necessary to employ a pear-splitting means. We believe, 
therefore, that the claims as drawn are incomplete and cover constructions 
never contemplated by applicant.” 

87 Appeal by bill in equity from an adverse decision of the Patent Office is 
provided by R. S. § 4915, 35 U. S. C. § 63. The proceeding is a trial de novo 
and, with the exception of cases involving interference proceedings, is cus- 
tomarily brought in the District of Columbia, the official residence of the 
Commissioner. 2 Walker, Patents (Deller’s Ed. 1937) p. 964. 

88 144 F. (2d) 497 (App. D. C. 1944). 

89 Quotation from the concurring opinion of Judge Miller which was joined 
in by the entire court. Supra note 38 at 502, 
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it was considered, could not achieve the constitutional 
objective of promoting the progress of the sciences and 
useful arts as they are fundamentally “ingenious attempts 
. . . to discourage further invention in the same depart- 
ment of industry.” “° The Paper Bag case,“* which the 
court felt might once have supported the use of patents 
for such purposes, was regarded as overruled by more 
recent Supreme Court decisions, including, in particular, 
the Ethyl Gas case.** The judgment of the District Court 
was accordingly affirmed.“ 

The Court of Appeals in the Special Equipment case 
considered in some detail what it regarded as the neces- 
sary showing by an applicant with respect to his prospec- 
tive use of the patent. It considered the “best protection 
against issuance of blocking or fencing patents would be 
to require the applicant to set out the real purpose for 
which the claim was made.” This would demand evidence 
of intent to develop and produce the invention set forth 
in the claims. In addition, the court would require a 
“negative showing that its purpose was not to protect some 
other patent or claim.” “* Admitting that it could not 
logically determine how many distinct patentable parts 
or combinations exist in a particular invention, the court 

409 Quoting from nae —_— Bradley in Carlton vy. Bokee, 17 Wall. 463, 
471, 21 L. ed. 517 (18 

4i Continental King = Co. v. Eastern Paper Bag Co., 210 U. S. 405, 
28 Sup. Ct. 748, 52 L. ed. 1122 (1908). Speaking with respect to this case, 
the Court of Appeals declared: “We do not follow the reasoning of the 
Paper Bag case because we believe that its principle, which is inconsistent 
with the constitutional provision that the patent law ‘promote science and the 
useful arts,’ has been overruled by subsequent decisions. Indeed, it was the 
growth of monopoly restrictions which followed it that blew up the Paper 
Bag case till it burst.” Supra note 38 at 499. 

Despite this apparently clear rejection of the principle of the Paper Bag 
decision, some commentators have considered the opinion of the Court of 
Appeals to be consistent with that case. See Note (1945) 45 Con. L. Rev. 422. 

42 Ethyl Gasoline Corp. v. United States, 309 U. S. 436, 60 Sup. Ct. 618, 
84 L. ed. 852 (1940). . : 

48In a concurring opinion, Judge Miller pointed out that the fact that the 
claims were introduced late in the prosecution of the case by the assignee of 
the inventor put the Patent Office on notice of the probability that the claims 
did not cover constructions actually to be used. This fact, together with an 
admission by the applicant that the purpose of the claims was to protect the 
allowed claims, were considered by him to show that the grant would not 


serve its constitutional purpose if the subcombination claims were included. 
44 Supra note 38 at 501 (emphasis supplied). 
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proposed as a working test that the claims allowed on a 
single machine cover only those combinations of elements 
which actually are intended to be separately exploited. 
Other claims, regardless of their character, as an advance 
over the prior art, their utility in the absence of the better 
machine of the complete invention, or their importance in 
protecting the claims covering devices to be used, would 
not be allowable. 

On certiorari, the Supreme Court overruled the deci- 
sion of the Court of Appeals, primarily because the record 
showed no factual basis from which the conclusion could 
be drawn that abuse was intended. Viewing the problem 
from the standpoint of the applicant’s need for protection 
of the entire invention and his intent in desiring the sub- 
combination claims, the Court noted that “there is noth- 
ing to suggest any purpose or reason for a purpose to 
enlarge the monopoly either of the subcombination or of 
the complete machine by tying together their uses” *° and 
that “it plainly is legitimate to use a patent on the sub- 
combination as a means of preventing appropriation by 
others of petitioner’s more important complete invention 
which he is using, where there is absent, as there is here, 
any purpose to enlarge the monopoly of either inven- 
tion.” *“’ The view of the Court of Appeals that recent 
decisions have overruled the Paper Bag case was flatly 
rejected “* and the Ethyl Gas case distinguished as merely 
holding that the patent afforded no defense for violations 
of the Sherman Act. 


45 In an earlier part of the opinion, Judge Arnold rejected the argument that 
the subcombination claims were necessary to protect the allowed claims with 
the statement that “Theoretically if the complete machine is adequately de- 
scribed in the specifications the sub-patent is not needed at all.” Supra note 
38 at 498 

46 Supra note 32 at 744. 

47 Tbid. 


48 Shortly after the Special Equipments decision by the Court of Appeals, 
Mr. Justice Roberts, speaking for the majority in the Hartford-Empire case 
cited the Paper Bag case with approval. Supra note 24 at 433. 
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The decision in the Special Equipment case indicates 
that the Supreme Court is not yet ready to require, as 
condition precedent to grant of letters patent, a demon- 
stration that the applicant will not abuse the patent grant. 
While the specific facts of the Special Equipment case 
involved only the question of subcombination claims, it 
seems clear that the same principle applies to a situation 
wherein the applicant fails to show that he will not abuse 
the grant in other respects, such as by violation of the 
anti-trust laws or the public policy inherent in the grant. 
However, the Court was careful to point out that it was 
not considering the question of “whether courts on equi- 
table principles should decline to enjoin patent infringe- 
ments or decline to compel issue of a patent if and when 
it appears that the patentee or inventor intends to make 
no use of the invention.” *° This situation, where there 
is a definite positive showing of prospective non-use, con- 
stitutes an entirely different problem which must remain 
undecided until raised in an appropriate case. 

Viewed in the light of the function of the patent grant 
in encouraging investment, it appears that the attitude of 
the majority of the Supreme Court in the Special Equip- 
ment case is sound. ‘To induce investment, the patent 
must provide actual protection, not mere theoretical ben- 
efits. The prospective manufacturer must be in a position 
to invest in the equipment and advertising necessary to 
promote the new invention with reasonable assurance that 
competitors will not appropriate the results without legal 
liability. Recent decisions limiting the application of the 
doctrine of contributory infringement” emphasize this 
need for they place the manufacturer without direct pat- 
ent protection in a very weak position.” Patents on com- 
binations, if denied subcombination claims, fail to provide 


49 Supra note 32 at 746. 

50 See note 74, infra. 

51 See Wood, The Tangle of Mercoid Case Implications (1944) 13 Geo. 
Wash. L. Rev. 61. 
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this protection and would therefore be of little signifi- 
cance to the prospective manufacturer.” 

If the patent grant be considered as a form of property, 
the Court of Appeals decision in the Special Equipment 
case assumes peculiar novelty. Our law has never denied 
the right to own property because the prospective owner 
will abuse the associated monopoly rights.” Evidently it 
has been felt that the decreased incentive to acquire prop- 
erty, together with the practical difficulties from such a 
principle, outweigh the risk of abuses that might arise in 
the absence of a limitation of this nature. To consider 
that the public policy underlying the patent grant justifies 
a different rule as to patents ignores the fact that a similar 
public policy exists as to other forms of property. Fur- 
thermore, where property, including patents, is abused, 
the owner generally suffers no more than a disability to 
enjoin trespass, not a loss of his property rights.” 

It might further be noted that the broad tests proposed 
by the Court of Appeals to determine whether a patent 
should be refused because of prospective non-use would 
in effect prevent the owner of a patent from acquiring 
further essential patent protection.*’ Suppose, for instance, 


52 The history of the Tesla induction motor patents (381,968, 382,279 and 
382,280) is illustrative. Machines built in accordance with the teachings of 
these patents were one of the principal factors leading to the successful applica- 
tion of alternating current electricity and to the growth of the Westinghouse 
Electric Company. In 1937 it was estimated that 257,700 workers were em- 
ployed in industry directly relating to the motors and that the total value 
of product was $1,622,000,000 (T.N.E.C. Hearincs, part 3, p. 1116). The 
invention, however, was in the combination of motor and poly-phase generator, 
not in the motor per se which was a subcombination. At the time these patents 
were alive, the Westinghouse Company was permitted to enforce the patents as 
against contributory infringers and was thereby able to achieve protection for 
its investment in manufacture and development (Bullock Elec. & Mfg. Co. v. 
Westinghouse, 129 Fed. 105 (C. C. A. 6th, 1904). Today this relief would 
probably not be available so long as the company manufactured the motors 
itself (see Wood, supra note 51). 

53 After abuse of property has taken place, courts have enjoined further 
acquisition of property which might lead to the same abuse. Standard Oil 
Co. of N. J. v. United States, 221 U. S. 1, 31 Sup. Ct. 502, 55 L. ed. 619 (1911). 

54 Standard Oil Co. of N. Y. v. Markham, 61 F. Supp. 813 (S. D. N. Y. 
1945); Contracts REstaATEMENT (Am. L. Inst. 1932) § 519. 

55 This aspect of the Court of Appeals decision is consistent with other 
opinions of that court placing the organized research organization at a dis- 
advantage with respect to patent protection. The most significant of these cases, 
Potts v. Coe, 140 F. (2d) 470, 145 F. (2d) 27 (App. D. C. 1944), involved a 
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a product now being manufactured is covered by an unex- 
pired patent and a substitute product is proposed which, 
though undeveloped, offers a prospect of avoiding disad- 
vantages associated with the presently available product. 
Except in the rare case where simultaneous manufacture 
of both products can be economically conducted, one of 
the two products must remain in non-use. Under such 
circumstances a patent to protect investment in the new 
development could not be granted for it would be impos- 
sible to demonstrate that non-use of one of the two prod- 
ucts would not result. In fact, in most cases of this type 
it would be practically impossible to predict the use of 
the new product for manufacturing costs, expenses in in- 
ducing public acceptance, and similar factors influencing 
its use cannot accurately be estimated in advance. 


II 
NON-USE AS A DEFENSE 


The patentee who does not use his patented invention 
or license others to do so is subject to a number of dis- 
abilities limiting the equitable relief he may obtain for 
infringement of that patent. For purposes of the present 
discussion these disabilities may be divided into two cate- 
gories: (a) those based on comparative injury; and (b) 
those resulting from application of the doctrine of im- 
proper use. The defense of comparative injury is based 
on application of the fundamental rule that equity will 
frame relief in accordance with the relative position of 
the parties and in view of the best interests of the public. 
Under the doctrine of improper use, the patentee who 
attempts to use his patent as a means to gain control over 
commerce in articles not within the scope of the patent 
grant is denied equitable relief. When the effect of apply- 


holding that the inventor must demonstrate invention over the level of the art 
in the particular organization in which he is working and that invention over 
the art available to the public is insufficient. For comment on these decisions 
see, as typical, Sellers, supra note 32, and (1945) 45 Cor. L. Rev. 422. 

2 
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ing these doctrines is to deny all equitable relief, the pat- 
entee is left to his remedy at law and maximum damages 
of reasonable royalties, relief corresponding to that avail- 
able if a compulsory licensing statute applied to the case. 


(a) Comparative Injury 


It is an established principle of equitable jurisprudence 
that relief otherwise available may be denied where the 
hardship to the defendant or to the public incident to the 
relief is great as compared to the benefit of the decree to 
the plaintiff.” Typical cases of this type are situations 
where the patent is about to expire,” an appeal is pend- 
ing,” or a preliminary injunction is involved.” The ben- 
efit of injunctive relief under such circumstances is 
effective for only a short period and the hardship on the 
defendant may be very great. In a few cases the courts 
have considered non-use in evaluating the benefit of the 
relief to the plaintiff.“ Other cases have involved factual 
conditions wherein the usual equitable relief deprives the 


56 Under R. S. § 4919, 35 U. S. C. § 67, damages at law for patent infringe- 
ment may be entered at the discretion of the court at any sum up to three 
times actual damages plus costs. In the cases considered herein, where com- 
parative injury or improper use renders equitable relief unavailable, it is 
unlikely that damages in excess of actual damages would be granted. If the 
case also involves non-use of the invention the only measure of actual damages 
is reasonable royalties. 3 Walker, Patents (Deller’s Ed. 1937) p. 2170. 

5739 L. R. A. (ns.) 1. 

58 American Safety Device Co. v. Kurland Chemical Co., 68 F. (2d) 734 
(C. C. A. 2d, 1934) (patent expired); Draper Co. v. American Loom Co., 
161 Fed. 728 (C. C. A. Ist, 1908) (patent about to expire). 

5® Vacuum Oil Co. v. Brabler Mfg. Co., 53 F. (2d) 078 Ke C. A. 6th, 1931). 

60 Barnard v. Gibson, 7 How. 650, 657, 12 L. ed. 857 (1848). 

61 McCrary v. Pennsylvania Canal Co., 5 Fed. 367 (C. C. E. D. Pa. 4 
aff'd without discussion of this point, 141 U. S. 459, 12 Sup. Ct. 40, 35 L. 
817 (1891) ; Hodge v. Hudson River R. R. Co., 12 Fed. Cas. 276, No. 6 Sb 
(Cc. C. S. D. N. Y. 1868); Consolidated Roller Mill v. Coombs, 39 Fed. 803 
(C. C. E. D. Mich. 1889). 


“Upon the whole case, I am of the opinion the complainant is entitled 
to a decree; but it ought to be so framed as not to subject the defendants 
to any avoidable loss or injury. The complainant is not a manufacturer of 
reaping machines, so far as appears, and will be adequately protected by 
the payment of just compensation for the use of the Dorsey invention. The 
defendants have an extensive establishment, and a large capital invested 
in it for the manufacture of machines, and seem to have conducted their 
business under the impression that it was no invasion of the rights of 
others. A sudden stoppage of it would be disastrous to them, and would 
not benefit the complainant.” Dorsey Harvester Revolving-Rake Co. v. 
Marsh, 7 Fed. Cas. 939, 945 (No. 4,014) (C. C. E. D. Pa. 1873). 
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public of a device necessary to protect the health and 
safety of a large number of people.” The courts have 
been particularly careful to protect the public interest in 
cases of this type. While refusal of equitable relief in 
these cases is not directly related to the use or non-use of 
the patented invention by the patentee, they indicate the 
judicial attitude toward cases involving some of the evils 
which have been claimed to result from the absence of a 
compulsory licensing statute. It is this aspect of the doc- 
trine of comparative injury that will be considered herein. 
The leading case denying equitable relief for patent in- 
fringement on the basis of hardship to the public is 
Milwaukee v. Activated Sludge.” This case involved in- 
fringement of a patent relating to sewage treatment by a 
plant installed by the City of Milwaukee for conditioning 
the city’s sewage prior to disposal in Lake Michigan. 
Infringement was demonstrated and injunctive relief 
prayed. The court, admitting that injunctive relief is ordi- 
narily available for patent infringement, pointed out that 
such relief is always conditional on the equities of all 
parties concerned, including the public. It noted that if 
the injunction was made permanent the sewage plant 
would be closed, thereby forcing the city to deposit raw 
sewage into the lake and endangering the health of all 
persons using the waters of the lake for swimming and 
drinking purposes. In considering the argument of the 
plaintiff that the harmful effect of the sewage could be 
avoided by chemical treatment, the court concluded that 
“where, as here, the health and lives of more than half a 
million people are involved, we think no risk should be 
taken... .”* Injunctive relief was accordingly denied. 
62 City of Milwaukee v. Activated Sludge, 69 F. (2d) 577 (C. C. A. 7th, 
1934) cert. den. 293 U. S. 576, 55 Sup. Ct. 87, 79 L. ed. 673 (1934) 
(city sewage plant); Ballard v. Pittsburgh, 12 Fed. 783 (C. C. W. D. Pa. 
1882) (interference with public use of streets); Bliss v. Brooklyn, 3 Fed. 
Cas. 706 (No. 1544) (C. C. E. D. N. Y. 1871) (city fire —s en; 
iv). v. Greenwood Cemetary, 3 Fed. Cas. 594 (No. 1497) (C. C. E. D. N. Y 


63 Supra note 62. 
64 Supra note 62 at 593. 
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The Milwaukee case is not based on any abuse of the 
patent grant by the plaintiff. In fact, it was expressly 
admitted that the plaintiff has a strong equity in the case 
and that the effect of the decision would be to deny it the 
most effective form of relief and subject it to substantial 
delays and losses. The court properly rejected these argu- 
ments, however, in view of the vital public interest in- 
volved. 

The reasoning of the Milwaukee case may be applied 
to situations where the patentee, by non-use, places him- 
self in a position where the usual forms of equitable relief 
cannot be granted without endangering the public health 
or safety. A recent Supreme Court dissent has posed a 
situation of this type in the following words: ‘Take the 
case of an invention or discovery which unlocks the doors 
of science and reveals the secrets of a dread disease. Is it 
possible that a patentee could be permitted to suppress 
that invention for seventeen years (the term of the letters 
patent) and withhold from humanity the benefits of the 
cureP”’® This situation is closely analogous to the Mil- 
waukee case; granting the usual relief endangers the 
health of a large number of persons. It seems evident that 
relief in such a situation would be denied in view of the 
hardship on the public and the patentee left to such reme- 
dies as do not conflict with the public interest. Absence 
of specific case law on this point is a strong indication 
that situations of this type have not been frequent. 

The above query differs from the Milwaukee case only 
in that effective protection of the public interest requires 
refusal of an accounting as well as injunction. Otherwise 
the infringer would cease operations in view of his in- 
ability to make profit and the public would lose the benefit 
of the patented invention. In view of the modern empha- 
sis on the public interest in patent cases,” it is not likely 


65 Mr. Justice Douglas in Special Equipment Co. v. Coe, supra note 32 at 747. 
86 See, as typical, Precision Instrument Mfg. Co. v. Automotive Maintenance 
Machinery Co., supra note 24. 
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that the courts would hesitate to deny this additional 
form of relief. The patentee would then be left to dam- 
ages at law, a remedy providing only reasonable royalties. 


(b) Improper Use 


Under the familiar doctrine of “unclean hands” equity 
will refuse to aid the property owner who uses his prop- 
erty in a manner inimical to the public interest.” His 
enforceable rights are thereby limited to damages at law 
and the abuse discouraged accordingly. In a few in- 
stances, the abuses involved are considered so extreme that 
damages at law for trespass have also been denied.” A 
similar method has been used to discourage abuse of pat- 
ent rights. This method, the doctrine of improper use, 
denies equitable relief for infringement to the owner of 
a patent who uses the patent as a means of gaining control 
over commerce in commodities outside the intended scope 
of the patent monopoly. While this doctrine has not yet 
been directly applied to situations involving non-use as a 
means of gaining this control, it seems evident that in 
a proper case the doctrine may be so applied. 

The doctrine of improper use itself is of comparatively 
recent origin but some of its roots are imbedded in earlier 
cases involving the relation of improper use to the doc- 
trine of non-use of the patented invention. Foremost of 
the judicial decisions which presented basic considera- 
tions governing the doctrine of non-use long before the 
doctrine of improper use was firmly established is the 
famous Paper Bag case.” This case is also the only case 
in which the Supreme Court has considered directly the 
standing in equity of the owner of a patent who is not 
using the invention or licensing others to do so. This deci- 
sion demands careful consideration if the impact of the 
improper use decisions on non-use is to be evaluated. 


672 Pomeroy, Eouity Jurispiction (5th ed. 1941) p. 90. 
68 PROSSER ON Torts (1941) p. 591. 
89 Supra note 41. 
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An early line of decisions declare that equity should 
deny relief to one who neither uses a patented invention 
nor permits others to do so. In Hoe v. Knap,” the lead- 
ing case of this class, Judge Blodgett observed that the 
patentee “is bound either to use the patent himself or 
allow others to use it on reasonable or equitable terms.” ™ 
Later, Judge Putnam pointed out that “a patent for an 
invention which the patentee refuses to make available 
himself, and refuses to allow others to make useful, is not 
within the spirit of the provision of the constitution 
which assigns as a reason for securing the exclusive rights 
to authors and inventors a desire ‘to promote the progress 
of science and the useful arts’ and that patents so held are 
entitled to scant recognition at law, though necessarily to 
some, but to none whatever in equity.” ” 

The significance of these cases, however, is considerably 
reduced by a number of decisions criticizing the theory, 
including, in particular, the notable Button Fastener 
case." There, the patentee permitted use of the patented 
button fastening machine only on condition that the neces- 
sary buttons were purchased from it. In this fashion, the 
patent was used to aid in the sale of buttons, an unpatented 
product. Suit for contributory infringement™ was brought 
against a company selling competing buttons to owners 
of the machines who then used them in violation of the 
license condition. The Circuit Court, considering the 
control exercised by the patentee over the unpatented 
buttons against public policy, rejected the argument that 
the patentee might altogether refuse to use the invention 
and therefore had the power to attach license restrictions 


7027 Fed. 204 (C. C. N. D. IIl. 1886). 

11 Jd, at 212. 

72 Ewart Mfg. Co. v. Baldwin Cycle-Chain Co., 91 Fed. 262, 265 (C. C. D. 
Mass. 1898). 

78 Heaton-Peninsular Button Fastener Co. v. Eureka Specialty Co., 65 Fed. 
619 (C. C. W. D. Mich. 1895), rev’d 77 Fed. 288 (C. C. A. 6th, 1896). 

7 Contributory infringement is the intentional aiding of another in the actual 
infringement of a patent. Under the law of joint torts a person giving such 
aid is jointly and severally liable with the actual infringer. Walker, PATENTS 
(Deller’s Ed. 1937) p. 1764; Thomas, The Law of Contributory Infringement 
(1939) 21 J. Pat. Orr. Soc. 811; (1944) 12 Geo. Was. L. Rev. 345. 
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as he saw fit.” In reversing the Circuit Court, the Sixth 
Circuit Court of Appeals, speaking through Justice Lur- 
ton, made the famous observation :” 


If he (the patentee) sees fit, he may reserve to himself the 
exclusive use of his invention or discovery. If he will neither 
use his device, nor permit others to use it, he has but suppressed 
his own. That the grant is made upon the reasonable expectation 
that he will either put his invention to practical use, or permit 
others to avail themselves of it upon reasonable terms, is doubt- 
less true. This expectation is based alone upon the supposition 
that the patentee’s interest will induce him to use, or let others 
use, his invention. The public has retained no other security to 
enforce such expectations. A suppression can endure but for the 
life of the patent, and the disclosure he has made will enable all to 
enjoy the fruit of his genius. His title is exclusive, and so clearly 
within the constitutional provisions in respect of private prop- 
erty that he is neither bound to use his discovery himself, nor 
permit others to use it. The dictum found in Hoe v. Knap, ... 
is not supported by reason or authority. 


The high judicial standing of the court rendering this 
opinion, together with later Supreme Court decisions in 
which it was quoted,” reduced the contrary view of Hoe 


v.\Knap to a minority view lacking significant support. 

Soon after the Button Fastener decision, the Paper Bag 
patent case” placed squarely before the Supreme Court 
the question of whether one who has not put his patent to 
use is entitled to equitable relief against an infringer. The 
patent in question covered part of a machine for the manu- 
facture of paper bags. It was definitely established in the 


75 “But it is argued that the complainant, having an absolute property right 
under its patent, might altogether refrain from putting its machines upon the 
market, and in that case neither the defendants nor the general public would 
have any interest in the making of such staples, for they would be of no use; 
and judicial utterances are cited to show that the patentees may, if he pleases, 
withhold his patent from public use during the whole period for which his 
monopoly is granted. I greatly doubt the correctness of that proposition, as 
thus broadly stated. It seems to me that such a course would defeat the just 
expectation of the public, and would not be consistent with the implications 
of his grant. The expectation is that he will promptly disclose the nature of 
his invention, and accord to the public, on reasonable terms, the use of it, 
and not that others should be shut out of the field for the period of 17 years, 
and the public be debarred from the benefits of like inventions during that 
whole period.” Judge Severens, supra note 73 at 621. 

76 Supra note 73 at 294. 

77 Bement v. National Harrow Co., 186 U. S. 70, 90, 22 Sup. Ct. 747, 46 
L. ed. 1058 (1902); Henry v. A. B. Dick Co., 224 U. S. 1, 28, 32 Sup. Ct. 
364, 56 L. ed. 645 (1912). 

78 Continental Paper Bag Co. v. Eastern Paper Bag Co., supra note 41, 
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Circuit Court that no machine embodying the patented 
invention had ever been constructed save a small model 
built for use in connection with the infringement suit. 
No explanation was offered for this lack of use. In the 
initial pleadings, non-infringement, want of invention, 
lack of utility, lack of clarity in the specification, and 
needless multiplication of claims were the principal de- 
fenses. In addition, it was argued that the court of equity 
had no jurisdiction because plaintiff, never having used 
the invention, had an adequate remedy at law and it was 
contrary to the principles of equity to aid in the suppres- 
sion of a useful invention. 

The Circuit Court held that the patent was valid and 
infringed.” With regard to the plaintiff's non-use, the 
court had “no doubt that complainant stands in the com- 
mon class of manufacturers who accumulate patents 
merely for the purpose of protecting their general indus- 
tries and shutting out competitors.” * As to its own juris- 
diction, the court expressed the opinion that equity should 
leave the complainant to his remedy at law but concluded 
that “Nevertheless, in some way the practice seems to 
have crystallized otherwise, and the court sees no relief 
for respondent in this direction unless, in some way, ob- 
tained from the Supreme Court.”* An injunction and 
accounting of profits was thereupon decreed. 

On appeal to the Circuit Court of Appeals,” the argu- 
ment that an unused patent is not entitled to equitable 
relief was raised only in the oral argument and did not 
appear in the respondent’s brief. The majority of the 
court concluded that the weight of authority and the best 
view was that non-use of a patented invention did not 
prevent granting equitable relief against an infringer. 
Justice Aldrich, however, wrote a vigorous dissent.” He 


79 Eastern Paper Bag Co. v. Continental Paper Bag Co., 142 Fed. 479 
(C. C. D. Me. 1905). 

80 Jd. at 487. 

81 [bid. 

82150 Fed. 741 (C. C. A. Ist, 1906). 

83 Jd. at 744. 
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considered the patent as a “paper patent deliberately held 

in nonuse for a wrongful purpose” “ and therefore the 

owner was not entitled to equitable relief. Considering 
the equitable rights of the complainant, he stated :*° 

It results, therefore, that a court of equity is asked not to 

protect from infringement the statutorily intended monopoly of 

the right to make, use, and vend under a particular patent, but 

to protect a monopoly beyond and broader than that, a monopoly 


in aid of the rightful statutory monopoly of the patent in use 
(covering machines actually in production by complainant) .. . 


My contention is not that an individual or corporation may 
not buy and hold competing patents and control them in a strictly 
legal sense, and recover such damages at law for infringement 
as the rules of law will accord the owner for invasion of such a 
legal right, but that equity should not by the arm of injunction 
aid the owner in a purpose to control and suppress invention and 
to retard intended benefits which in the ordinary course of manu- 
facture and trade, uninfluenced by unconscionable and inequitable 
control, would naturally flow to trade and commerce. 


One may suppress his own . . . but when the suppression is 
for a wrongful purpose a taint is created, and a court of equity 
may look beyond the fictitious issue, in respect to the protection 
of a paper patent which is locked up, ... (p. 745). 

Justice Aldrich went on to distinguish previous cases, in- 
cluding Hoe v. Knap, on the basis that none involved 
“the question of equitable relief under circumstances 
where the patent was held in nonuse for the sole purpose 
of control in aid of another patent... .” “° He rejected, 
as inconsistent with the true nature of equitable jurisdic- 
tion, the reasoning of the Button Fastener decision that 
the patentee could refuse to use and therefore should re- 
ceive equitable relief for breach of any license condition. 

On certiorari, non-use became one of the principal is- 
sues of the case. Mr. Justice McKenna, speaking for the 
majority,” examined the nature of the patent grant in 
view of previous Supreme Court decisions, noting that 
“the language of complete monopoly has been em- 

84 Ibid. 

85 Id. at 744 and 745. 


86 Id. at 749. 
87 Supra note 41. 
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ployed” *®* and quoting with approval from the Button 
Fastener decision. Considering the public interest, he 
quoted from a previous opinion™ that the “inventor is 
one who has discovered something of value” that “it is 
his absolute property,” and that “he may withhold knowl- 
edge of it from the public and may insist on all the advan- 
tages and benefits which the statute promises to him who 
discloses to the public his invention.” Examining the rec- 
ord and the opinions of the lower courts, Justice Mc- 
Kenna pointed out the disagreement of the parties and the 
lack of definite proof that the non-use was unreasonable. 
Even admitting Justice Aldrich’s conclusion that the pur- 
pose of the non-use was to protect existing machines he 
pointed out that:° 


. . . it is certainly disputable that the non-use was unreason- 
able or that the rights of the public were involved. There was 
no question of a diminished supply or of increase of prices, and 
can it be said, as a matter of law, that a non-use was unreason- 
able which had for its motive the saving of the expense that 
would have been involved by changing the equipment of a fac- 


tory from one set of machines to another? 


Justice McKenna went on to point out that Congressional 
intent for a use requirement in connection with patents 
could not be inferred in view of the 1832 statute” which 
had this requirement with respect to patents held by aliens 
but had since been repealed.” In view of these consider- 
ations, he concluded that the judgment of the Circuit 
Court of Appeals should be affirmed, closing, however, 
with the significant reservation: that “whether, however, 
a case cannot arise where, regarding the situation of the 
parties in view of the public interest, a court of equity 
might be justified in withholding relief by injunction, we 
do not decide.” ” 


88 Jd. at 423. 

89 United States v. American Bell Tel. Co., 167 U. S. 224, 250, 17 Sup. Ct. 
809, 42 L. ed. 144 (1897). 

90 Supra note 41 at 429. 

914 Stat. 577, July 13, 1832 (providing that patents granted to aliens shall 
be null and void if not used within one year from the date of issuance). 

925 Stat. 125, July 4, 1836. 

93 Supra note 41 at 430. 
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It is evident that the Paper Bag case did not involve a 
situation wherein unreasonable non-use of the patent in 
suit was clearly demonstrated and the issue of granting 
equitable relief in such circumstances placed squarely be- 
fore the Court. Actual proof did not go beyond a show- 
ing that the patent was not used, together with a failure 
of the complainant to attempt to justify the non-use. As 
the Court observed, the expense of changing to the new 
machines might be so great that the change could not be 
economically justified. Furthermore, “no question of 
diminished supply or of increase of prices” was involved.” 
To add to these limitations, the Court was careful not to 
disagree with Justice Aldrich’s opinion with regard to 
the effects of unreasonable non-use but differed only as to 
finding the particular non-use involved as unreasonable. 
Finally, the Court expressly declared that a situation 
might arise wherein the public interest might justify a 
court of equity in withholding injunctive relief. 

Five years after the Paper Bag case the Supreme Court 
was confronted with a patent licensing scheme whereby 
the complainant sold patented mimeograph machines sub- 
ject to a “license restriction” that the user purchase sup- 
plies only from it.°’ Suit was for contributory infringe- 
ment against a vendor supplying ink for use in the 
machines. Following the reasoning of the Button Fastener 
case, the Court concluded that, when the ink so supplied 
was used, it amounted to a breach of the license restric- 
tion, and the owner of the machine and the respondent 
became direct and contributory infringers respectively. 
Speaking with respect to the Paper Bag case, the Court, 
through Mr. Justice Lurton, stated that the right “to ex- 
clude others from all use of the invention was held to be 
so comprehensive that a patentee was allowed to restrain, 
by injunction one who was infringing his patent, although 
he had, during a long term of years, neither used his in- 


94 Td. at 429. 
95 Henry v. A. B. Dick Co., supra note 77. 
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vention himself, nor allowed others to use it.”** Although 
the majority of the Court refused to consider the effect 
of the decision in extending the patentee’s control to un- 
patented commodities, Chief Justice White, in a vigorous 
dissent,’ considered this effect of primary importance. 
Regarding the decision as giving the patentee power to 
“amplify his patent” to cover materials outside the grant, 
he concluded that injunctive relief should be denied. He 
did not, however, regard the Paper Bag decision as in- 
consistent with such denial. 

The Dick case was expressly overruled five years later 
in the Motion Picture Patents decision.” ‘There, a patent 
licensing scheme was based on a license restriction that 
users of patented motion picture projectors use only films 
leased from the patentee. The Court, reasoning that the 
patent grant was limited to the precise invention claimed 
and that an attempt to control commerce in other com- 
modities is outside the grant and controlled by the general 
law, concluded that relief should be denied. The majority 
opinion did not attempt to reconcile the Paper Bag case, 
evidently not considering it inconsistent with the new 
view. In the dissent, however, Mr. Justice Holmes,” 
argued that the right of the patentee not to use, as upheld 
in the Paper Bag case, necessarily gave him the right to 
attach such license restrictions as he saw fit and that the 
limitation placed upon such restrictions in the majority 
opinion could not be sustained in view of that case. Refus- 
ing to consider the doctrine of the Paper Bag case to be 
limited by the patentee’s purpose in not using the patented 
invention, he concluded that the Dick case was sound law. 

The Carbice case,’” decided in 1931, initiated a period 
of increased emphasis on the economic consequences of 


96 Td. at 29. 

97 Jd. at 54. Justices Hughes and Lamar joined in the dissent. 

98 243 U. S. 502, 37 Sup. Ct. 416, 61 L. ed. 871 (1917). 

99 Jd, at 519. Justices McKenna and Van Devanter jointed in the dissent. 


100 Carbice Corp. of America v. American Patents Development Corp., 283 
U. S. 27, 51 Sup. Ct. 334, 75 L. ed. 819 (1931). 
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patent enforcement. This trend, together with more vig- 
orous enforcement of the anti-trust laws and extensive in- 
vestigations by the executive and legislative departments 
on the economic aspects of the patent system,’” has caused 
a significant change in the treatment of patent infringe- 
ment cases. Expanding on the general principles of the 
Motion Picture decision, the Supreme Court has devel- 
oped the doctrine of “improper use” under which equi- 
table relief will not be granted the patentee who seeks to 
extend the scope of his patent grant to control commerce 
in other goods. These cases have extended in an unbroken 
line of decisions which now covers a large number of 
practical situations and from which the attitude of the 
Court towards patent practices can be outlined with rea- 
sonable certainty.*” 

The rationale of the improper use decisions is set forth 
in clear perspective in the facts and opinion of the Morton 
Salt case. There the patent covered a salt dispensing 
machine used by the canning industry. The machine was 
licensed for use only with salt purchased from the pat- 
entee. Suit was for direct infringement by a manufacturer 
making and selling the machines for use by canners. Not- 
withstanding this direct infringement, equitable relief was 
denied on the theory that “courts of equity may appropri- 
ately withhold their aid where the plaintiff is using the 
right asserted contrary to the public interest.” *** The 
private equities of the parties and the argument that un- 
clean hands applied only to conduct relating to the in- 
fringement were brushed aside in view of the overriding 
consideration of public policy that the patent be restricted 


101 Particularly, the T.N.E.C. studies based on Pus, Res. 113, 75th Cong., 
3d Sess. (1938). See supra note 6. 

102 Leitch Mfg. Co. v. Barber Asphalt Co., 302 U. S. 458, 58 Sup. Ct. 288, 
82 L. ed. 371 (1938); Morton Salt Co. v. G. S. Suppiger Co., supra note 
31; B.B.Chemical Co. v. Ellis, 314 U. S. 495, 62 Sup. Ct. 406, 86 L. ed. 367 
(1942); Mercoid Corp. v. Mid-Continent Investment Co., supra note 24; 
Mercoid Corp. v. Minneapolis-Honeywell Regulator Co., 320 U. S. 680, 64 
Sup. Ct. 278, 88 L. ed. 396 (1944). 

103 Morton Salt case, supra note 31. 

104 Jd. at 492. 
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to its intended scope.’ Successful prosecution of the suit 
was regarded as a “powerful aid to the maintenance of 
the attempted monopoly of the unpatented article” and 
“a contributing factor in thwarting the public policy 
underlying the grant of the patent.”** These factors 
alone were considered to justify refusal of relief. 

From the Morton Salt opinion, it is evident that the 
true rationale of the improper use cases is an inherent 
limitation in the patent grant that the patent cannot be 
used to control commerce in other commodities.*” Stated 
in another fashion, the public policy forbids use of the 
patent as a means of controlling commerce not directly 
claimed in the patent itself. In the Morton Salt case 
relief was denied on this basis even though there was 
direct infringement and the elements necessary for appli- 
cation of the doctrine of unclean hands or the Clayton 
Act were lacking. In the Leitch case’ relief for con- 
tributory infringement was denied although the patentee 
had made no definite contracts or agreements restricting 
the use of the patented invention but merely conducted its 
business in a manner which gave licenses only to pur- 
chasers of supplies from it. Active inducement to infringe, 
and codperation in the infringing acts were not regarded 
as sufficient to avoid application of improper use in the 
B.B.Chemical case.” Finally, in the Mercotd cases,”° 
the Court rejected the arguments that the methods used 
were necessary to exploit the patent, that the commerce 
controlled was in an element forming the “heart” of the 

105“The party to a suit, complaining that his opponent is in court with un- 
clean hands because of the latter’s conduct in the transaction out of which 
the litigation arose or with which it is connected, must show that he himself 
has been injured by such conduct to justify the application of the principle to 
the case” 2 Pomeroy, Equity Jurispicrion (5th ed. 1941) p. 99. 

106 Morton Salt Co. case, supra note 31 at 493. 

107 More recent Supreme Court opinions have, however, made confusing 
references to the anti-trust laws in speaking of the improper use cases. See, 
for instance, Mr. Justice Douglas in Mercoid Corp. v. Minneapolis- Honeywell 
Regulator Co. supra note 102 at 684 and Mr. Justice Roberts in Hartford- 
Empire Co. v. United States, supra note 24 at 388. 

108 Supra note 102. 


109 Supra note 102. 
110 Supra notes 24 and 102. 
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patented combination, and that an offer had been made to 
license the contributory infringer.™ 

While the Supreme Court cases involving improper use 
have been limited to situations wherein the subject of the 
commerce sought to be controlled has been used in con- 
nection with the patented invention, the doctrine is not so 
limited. So long as the commerce is not within the precise 
scope of the patent grant, equitable relief will be denied. 
This was clearly brought out in National Lockwasher v. 
Garrett’ where the patentee used a license condition 
forbidding manufacture of other types of non-tangling 
spring washers by the licensee. Since the patent itself 
covered a non-tangling spring washer, the commerce 
sought to be controlled was in direct competition with the 
patented invention. Nevertheless, this was regarded as an 
attempt “by means other than that of free competition to 
extend the bounds of its lawful monopoly to make, use 
and vend the patented device to the extent where such 
device would be the only one available to a user of such 
an article.” ** This monopoly, being outside the realm 
of the monopoly covered by the patent, was considered to 
be within the conduct denounced in the improper use deci- 
sions and a sufficient basis for refusing equitable relief. 
Accounting for infringement was accordingly denied. 

In at least one instance, improper non-use of a patented 
invention has been involved in a judicial decision. That 
case, the Vitamin case,"** involved the Steenbock patents 
for irradiating foodstuffs with ultraviolet light to obtain 
vitamin D. When so treated, foods have the desirable 
property of preventing rickets, a disease particularly 
prevalent among the poor. The patents were assigned to 

111In the brief filed for the United States as amicus curiae in the Mercoid 
cases it was urged that the entire doctrine of contributory infringement should 
be abolished on the basis that it inherently requires extending the scope of 


the patent grant beyond its proper sphere. The brief is reprinted in (1945) 
27 J. Pat. Orr. Soc. 150. 


112 137 F. (2d) 255 (C. C. A. 3d, 1943). 
113 Jd. at 256. 
114 146 F. (2d) 941 (C. C. A. 9th, 1945), cert. den. 65 Sup. Ct. 1554 (1945). 
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the Wisconsin Alumni Research Foundation, a corpora- 
tion formed “to promote, encourage, and aid scientific in- 
vestigation and research at the University of Wisconsin.” 
Under the by-laws of that Foundation, the President of 
the University was required to approve all patent licenses. 
It was demonstrated that the Foundation had consistently 
refused to permit its licensees to irradiate oleomarga- 
rine.* Testimony further showed that most European 
countries required such treatment of oleomargarine by 
statute. The District Court, viewing the licensing practice 
as a reasonable exercise of the right to grant limited licen- 
ses restricted to certain fields, did not regard this as a 
sufficient basis for the refusal of equitable relief against 
infringers.“* On appeal, the court considered it as a mis- 
use of the patent grant. It was judicially noticed that 
Wisconsin, a state having large dairy interests, had a pol- 
icy against the manufacture of oleomargarine and taxed 
its manufacture, sale and use. It was further noted that 
irradiation of oleomargarine, for use as a butter substitute, 
was a matter of great public concern, this commodity 
being a major source of vitamin D to the poor at all times 
and an important source to all persons during the war 
emergency. The Paper Bag case was reviewed as the only 
Supreme Court case on the subject of non-use and the 
limitations of the last paragraph of that opinion noted. 
It was then concluded that “It is strongly arguable that 
such a suppression of the patent’s use is vastly more 
against the public interest than its use for a mere control 
of prices... or the tieing of unpatented material with 
patented material... .’”* The court found, however, 
that the patents were invalid and denied relief solely on 
that ground.” 

115 Dr. Steenbock himself testified that the Foundation was “unsympathetic” 
with developments in irradiated oleomargarine. Id. at 943. 

116 Wis. Alumni Research Foundation v. Vitamin Technologists, 41 F. Supp. 
857 (D. C. S. D. Cal. 1941). 

117 Supra note 41. 


118 Supra note 114 at 946. ; . : . 
119 “We now have before us from the Wisconsin corporation what, if the 
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Although the dicta in the Vitamin case are based on the 
simple premise that the public interest would not be 
served by enforcing the patent rights under the circum- 
stances, the conduct involved may also be considered as 
an attempt to control commerce in materials outside the 
scope of the patent grant. The refusal of the patentee to 
license irradiation of oleomargarine in effect created a 
market for butter, the principal commodity competing 
with oleomargarine. In fact, it was this motive that was 
emphasized by the court in considering the conduct of the 
patentee. This control, extending outside the domain of 
the patent grant to a commodity in competition with it, 
seems clearly to fall within the conduct sought to be 
avoided by the improper use decisions. Hence equitable 
relief for patent infringement could not be granted con- 
sistently with these cases.” 

In contrast to the Paper Bag case, the dicta of the Vita- 
min case are based on what the court considered to be 
sufficient evidence of an unreasonable motive of the pat- 
entee in refusing to permit use of the patented invention. 
The economic factors that could have been a satisfactory 
reason for non-use in the Paper Bag case were entirely 
lacking for the court regarded irradiated oleomargarine 
as a proven commercial product which satisfied a public 
need not met by its more expensive competitor, butter. 


case be resubmitted, it will prove as excusing the refusal of the irradiation of oleo- 
margarine. Upon consideration of the proffered evidence all three judges now 
conclude the refusal unwarranted and against the public interest and deny the 
motion to remand for proof of these facts. We further hold that such refusal 
to permit such irradiation warrants the refusal of the equitable injunctive and 
accounting relief sought by the corporation, though we hold the public interest 
is served better by our decision that the patents are invalid.” Judge Denman 
denying motion to remand, supra note 114 at 956. 

120 While hardship to the public is an element in the dicta of the Vitamin 
case, the decision cannot be classified as a hardship case. The suit was against 
an infringer producing vitamin D by activating ergosterol and yeast, not oleo- 
margarine. Hence no immediate public hardship would be involved in enforc- 
ing the patent as against him. 

121]Tn Mechanical Ice Tray Corp. v. General Motors Corp., 144 F. (2d) 
720 (C. C. A. 2d, 1944), cert. den. 65 Sup. Ct. 679 (1945), an exclusive license 
to manufacture and sell various forms of an ice box tray had been granted. 
The license contained the provision that, if any claim of the patents be con- 
strued or held invalid by an unappealed court decision, the obligation to pay 
royalties should be interpreted in accordance with the decision as to the scope 

3 





304 THE GEORGE WASHINGTON LAW REVIEW 


The Special Equipment case’” has given the Supreme 
Court an opportunity to indicate its attitude with respect 
to non-use of the patent grant. Although the case was an 
application under R. S. 4915 for issuance of a patent, the 
Circuit Court of Appeals for the District of Columbia, 
seizing upon a statement in the appellant’s brief that the 
subcombination claims involved were sought to protect 
the claims granted for the complete machine, regarded 
the case as one of improper non-use. Relief in that court 
was denied on the theory that the claims sought, being for 
a “blocking” or “fencing” purpose, could not promote 
progress of the sciences and useful arts.** In the Supreme 
Court, the Circuit Court of Appeals decision was re- 
versed, primarily because the record gave no support to 
the conclusion of the lower court that improper non-use 
was contemplated. In addition, the Supreme Court con- 
sidered the arguments of the Circuit Court of Appeals 
with respect to the Paper Bag case and the effect of the 
improper use decisions. The latter were not regarded as 
restricting the Paper Bag case and that case was cited for 
the proposition that non-use does not affect the validity of 
a patent. The Court was careful, however, to point out 
that it had no occasion to consider whether “the court, on 
equitable principles should decline to enjoin patent in- 
fringements or decline to compel the issue of a patent if 
and when it appears that the patentee or inventor intends 
to make no use of the invention.” ** 
and validity of the claims. After a court decision limiting the scope of some 
of the claims, the licensee changed its manufacture to a form which would 
not infringe the patent in view of that decision. It was held that no obligation 
to pay royalties or to manufacture a form covered by a valid claim existed. 
Judge Frank, viewing the decision as giving the licensee the power to prevent 
others from making the other forms of the patented tray while not doing so 
itself, regarded the case as involving “an unnecessary and undesirable corollary 
to the Paper Bag doctrine, suggesting to those interested in stifling competition 
a new-fangled method by which a patent, constitutionally issuable only if it will 
‘promote the progress of the useful arts,’ may be made a means of impeding 
that progress.” ; 

122 The details of the Special Equipments case are discussed under “Refusal 
to Grant,” supra p. 281. The case will be considered at this point only with 
respect to the doctrine of improper use. 


123 Supra note 38. 
124 Supra note 32 at 746. 
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While the majority of the Court refused to overrule or 
limit the Paper Bag case, Justices Douglas, Black, and 
Murphy took a different view. Emphasizing the public 
interest in the patent grant, the inadequacy of regarding 
the patent as a mere “form of private property,” ** and 
the widespread suppression of patents which they assumed 
to exist,’*° they concluded that the time has come to “be 
rid of the rule of the Paper Bag case.” *** The true view, 
they declared, is the view of Hoe v. Knap, namely, the 
patentee is bound either to use the invention himself or 
grant licenses to others to use it. Finally, they considered 
that the Court should remove the “private prerequisites” 
which in their opinion have been “engrafted” on the pat- 
ent laws rather than to pass that responsibility to the legis- 
lature.” 

The chief difference between the two views in the 
Special Equipment case appears to be in the degree of 
proof required to justify refusal of relief on the basis of 
non-use. Evidently the majority is not prepared to com- 
mit itself on the subject beyond refusal to depart from the 
doctrine of the Paper Bag case. However, the majority 
is clearly willing to deny the patentee relief in a case 
where unreasonable non-use is demonstrated just as was 
the Court in the Paper Bag decision. The minority does 
not appear ready to admit that any non-use is reasonable 
other than that beyond the power of the patentee to in- 
fluence. 

No “rule of reason” has yet been applied to the doc- 
trine of improper use. The courts have uniformly held 
that any attempt to gain control over commerce not with- 
in the scope of the patent grant comes within the doctrine, 
regardless of the actual extent of the competition affected 


125 Jd. at 747. 

126Tn reaching this conclusion, the dissent relied on evidence taken at the 
T.N.E.C. HEARINGS and examples cited in T.N.E.C. MonocrapH No. 31. For 
criticism of the T.N.E.C. HEARINGS as evidence see Folk, op. cit. supra note 6. 

127 Supra note 32 at 746. 


128 But see (1945) 58 Harv. L. Rev. 726, 729. 
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or the purpose behind the practices involved. In the 
Morton Salt case, for instance, the Circuit Court of Ap- 
peals reversed the District Court because there was no 
showing that the practice of the patentee had substantially 
affected competition.” The Supreme Court rejected this 
reasoning, holding that proof of misuse alone was an ade- 
quate basis for denial of relief.*° Similarly, courts have 
been strict in considering excuses for improper use. In 
the B.B.Chemical case the argument that there was no 
other practical method of exploiting the patent grant was 
dismissed as “without significance.” ** It was further de- 
clared that the “patent monopoly is not enlarged by reason 
of the fact that it would be more convenient to the patentee 
to have it so, or because he cannot avail himself of its 
benefits within the limits of the grant.” **” A similar atti- 
tude was indicated in the Mercoid cases** where the 
special relation of the device controlled to the patents in- 
volved and the character of that device as a direct 
measure of the use of the invention were not deemed 
satisfactory justifications for misuse. When the patentee 
claims to have “purged” himself by discontinuing the 
misuse, thereby removing the basis for application of the 
doctrine, the courts have been very strict, insisting on 
convincing proof of the “purging” before granting re- 
lief.*** 

In the application of a doctrine of improper non-use, 
similar questions of reasonableness and justification are 
certain to arise. In the Vitamin case, for instance, on re- 
hearing, it was sought to show in justification that, at the 
time the decision was made to refuse licenses to irradiate 
oleomargarine, some persons associated with the organi- 
zation feared that manufacturers of irradiated oleomar- 

129G, S. Suppiger Co. v. Morton Salt Co., 117 F. (2d) 968, 972 (C. C. A. 
7th, 1941). 

130 Supra note 31. 

131 Supra note 102 at 498. 

182 [bid. 


133 Supra notes 24 and 102. 
184 (1944) 12 Geo. Wasn. L. Rev. 345, 358, 
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garine would fraudulently claim that the product was as 
healthful as butter. This, it was argued, constituted a 
justification for non-use of the patent insofar as irradiated 
oleomargarine was concerned. The court concluded that 
this refusal was “unwarranted and against the public in- 
terest” even though the rehearing was denied primarily 
on the basis of invalidity.’* 

While the improper use doctrine has developed with- 
out any limitations of a rule of reason, a similar doctrine 
of improper non-use demands such limitations if the con- 
stitutional purpose of patent grants is to be achieved. 
Even the dissenters of the Special Equipment case recog- 
nize one form of justifiable non-use by distinguishing the 
case of “an inventor who, having an expectation of ex- 
ploiting a patent, has not yet arranged the necessary 
financing, or for other reasons, has not yet been able to 
go into production.” *** In the absence of further opinions 
on this subject it is not possible to explore the extent of 
these limitations with any degree of certainty. Yet there 
are a few situations that deserve mention in view of the 
existing cases and the probability that others of a similar 
type will arise. 

The crucial problem of justification in non-use cases is 
that of capital expense. Where the required investment 
greatly exceeds the revenue-producing ability of a pat- 
ented invention, it would seem that both the public interest 
and the legitimate interests of the patentee demand that 
production be postponed until a more favorable economic 
situation prevails. Furthermore, if the patent is to re- 
main an incentive to invention and investment, the 
investor must have some assurance that his own develop- 
ments will not prejudice his reasonable income. At least 
one judicial opinion, written at a time when business in- 
stability threatened to ruin our entire social structure, has 
recognized a definite public interest in preventing the 


135 Supra note 119. 
136 Supra note 32 at 748, 
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uneconomic consequences of too-rapid introduction of 
new business.**” To refuse consideration of this aspect of 
non-use of patented inventions appears to reject clear eco- 
nomic principles as well as to invite chaos in industry. It 
would also demand overruling the Paper Bag decision, a 
step the majority of the present Court has definitely re- 
fused to take. The test of capital expense necessary to 
justify non-use could follow a line of reasoning similar to 
that now used in public utility rate-fixing decisions: can 
the patentee, scrapping the old machines and building 
the new, realize a fair return on the total value of the 
property involved in view of the business risk incident to 
the change?** Practical application of this test is inher- 
ently difficult due to the necessarily approximate informa- 
tion as to development, production, marketing costs, and 
the probable volume of the business. It would, however, 
be more in line with the training of the average court than 
the complex scientific problems often associated with pat- 
ent infringement cases.*” 

Additional justifications which can be expected to arise 
are those of protection of the public health and safety and 
business convenience. In the former situation, it seems 
certain that no excuse for improper non-use will lie. Ex- 
isting cases emphatically declare that protection of the 
public health and safety is a matter for the public authori- 
ties; not the personal judgment of the patent holder.** 
Mere business convenience, in the sense that the patentee 
prefers not to make a change, would likewise appear to 
be no justification for non-use. Since his reasonable profit 
in view of all the factors of the situation is assured, the 
patentee has no legitimate interest in continued non-use. 

187 Mr. Justice Brandeis dissenting in New State Ice Co, v. Liebman, 285 
U. S. 262, 308, 52 Sup. Ct. 371, 76 L. ed. 747 (1931). 

188 Smythe v. Ames, 169 U. S. 466, 18 Sup. Ct. 418, 42 L. ed. 819 (1898). 
And see Bonbright, The Problem of Valuation; The Economic Merits of 
Original Cost and Reproduction Cost, (1927) 41 Harv. L. Rev. 593. 

189 See the dissenting opinion of Mr. Justice Frankfurther in Marconi Wireless 
Telegraph Co. v. United States, 320 U. S. 1, 60, 63 Sup. Ct. 1393, 87 L. ed. 


1731 (1943). 
140 Ethyl Gasoline Corp. v. United States, supra note 42, 
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His own reluctance to change or desire to retain an un- 
reasonable profit under the circumstances should be of 
little significance. The public interest in obtaining the 
use of the invention would seem to justify such reduced 
incentive to invest as would be likely to result from refusal 
of equitable relief in this situation. 

Application of a doctrine of improper non-use to block- 
ing patents presents special problems. These patents 
constitute improvements on devices manufactured by com- 
petitors and in many instances cannot be used by the pat- 
entee because they infringe more basic patents held by 
the competitors. To declare that all such patents are in 
improper non-use overlooks the fact that the patentee may 
have no choice in the matter. Furthermore, the effect of 
such a holding in limiting relief to reasonable royalties 
at law is to grant compulsory license in favor of the holder 
of the basic patent while at the same time leaving the 
owner of the blocking patent without the ability to manu- 
facture by reason of that same basic patent. Though this 
situation seems unfair to the owner of the blocking patent, 
a requirement that a compensatory license under the basic 
patent be granted by the owner of that patent seems even 
more unfair for the exclusive rights associated with the 
basic patent are ordinarily of far more importance than 
those of the blocking improvement patent. To leave the 
choice up to the owner of the basic patent would be a 
more equitable solution but offers little prospect of avoid- 
ing the non-use as in most instances the improvement will 
not be regarded by him as worth loss of his exclusive 
rights. 

The inherent weakness of an absolute rule declaring all 
blocking patents unenforceable in equity may be more 
clearly illustrated by considering the position of two com- 
petitors who have developed and patented competing 
machines for achieving a particular result and are manu- 
facturing their respective machines. Suppose one invents 
an improvement to the machine of the other which so 
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improves the performance of that machine that the two 
machines are no longer competitive and his own machine 
must go out of production if the improved model of the 
other is manufactured? Under such circumstances either 
the machine which cannot be improved or the patented 
improvement must remain in non-use. If all patents are 
enforceable on the basis that the non-use involved in this 
situation is reasonable, it can be expected that the two 
manufacturers will make some type of patent agreement 
resulting in manufacture of the improved machine by 
both."* On the other hand, if all blocking patents are 
considered to be in improper non-use the manufacturer 
of the machine to which the improvement applies can 
appropriate the improvement, thereby producing such a 
superior machine that the owner of the patent to the im- 
provement is forced out of business. Obviously, this result 
would not achieve the constitutional purpose of promot- 
ing progress of science if the manufacturer who has not 
conducted the research leading to the improvement is 
permitted to appropriate the results at the expense of his 
competitor who has done so. 

The problems associated with application of a doctrine 
of improper non-use to fencing patents are only slightly 
less difficult. These patents constitute improvement pat- 
ents held by the owner of the corresponding basic patent 
and retained in non-use to prevent competitors from pat- 
enting those same improvements. Assuming the fencing 
patent is intentionally held in non-use without justifica- 
tion, the doctrine of improper non-use would apply and 
equitable relief for infringement would not be available. 
As a practical matter such refusal would be of little effect 
for infringement suits would be brought under the basic 
patent. Expanding the doctrine of improper non-use to 
deny relief for infringement of the basic patent would do 
more harm than good for this would discourage research 


141 See Wood, op. cit. supra note 14 at 99. 
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by the owner of the basic patent, the person most capable 
of intelligently conducting such research and most willing 
to invest the capital necessary to achieve useful results 
from such research. 

No discussion of the defenses available to an infringer 
by reason of the patentee’s failure to use the invention 
would be complete without mention of the effect of non- 
use on the construction of a patent. It is well settled that 
a patent which has not passed into commercial use, regard- 
less of the reason, will be construed strictly and granted 
only the range of equivalents that is clearly required.*” 
This increases substantially the difficulty of proving in- 
fringement. It is also settled that in cases of doubt the 
commercial success or failure of a patented invention will 
resolve the question of invention. Recent Supreme Court 
decisions have placed renewed emphasis on this doc- 
trine.*** Inasmuch as questions of infringement and in- 
vention are seldom free from doubt, these two rules of 


construction are of definite aid to the patent owner if the 
invention is in commercial use and has been successful. 
On the other hand, if the patentee makes no attempt to 
use the invention, he cannot take advantage of these rules. 


142 3 Walker, Patents (Deller’s Ed. 1937) p. 1722 


143 Goodyear Tire & Rubber Co. v. Ray-O-Vac, 321 U. S. 275, 64 Sup. Ct. 
593, 88 L. a” 475 (1944); Note (1945) 13 Geo. Wash. L. Rev. 232. 


(To be concluded in the April issue.) 





JUDICIAL REVIEW OF N.L.R.B. CERTIFICA- 
TIONS BY INDEPENDENT SUITS 
IN EQUITY 
ALLAN L. SAPIRO* anp ROBERT W. GILBERT ¢ 


Since the passage of the National Labor Relations Act 
in 1935,* the issue of whether the losing union in a repre- 
sentation proceeding may seek judicial review of a cer- 
tification by the National Labor Relations Board that a 
rival labor organization is the exclusive bargaining agent 
of the employees in a particular bargaining has frequently 
recurred in the courts. The United States Supreme Court 
has held that Section 9(d)* of the Wagner Act provides 
the only method by which findings and rulings entered by 
the Board in representation proceedings may be subjected 
to judicial review under the Act.’ Therefore no review 
may be had of a determination of representation, which 
is generally in the form of an election, unless the em- 
ployer refuses to bargain with the prevailing union and 
in a subsequent unfair labor practice proceeding the 
Board orders the employer to bargain collectively with 
that labor organization. Thus, if the employer bargains 
with the certified representative, a labor union which has 
lost in an election has no direct statutory remedy for 
seeking judicial review where the Board or its agents 
have acted in a manner which is arbitrary and unauthor- 
ized by law. While the defeated union might, in these 
circumstances, file charges of refusal to bargain, it is 
improbable that the National Labor Relations Board 
would entertain a charge of unfair labor practices against 


* Member of the District of Columbia Bar; former Assistant to the General 
Counsel, National War Labor Board. 


+ Member of the San Francisco and Los Angeles Bars; former Editor-in- 
Chief, California Law Review; former Executive Assistant, National War 
Labor Board, Tenth Region. 


149 Stat. 449 (1935), 29 U. S. C. $151 et seq. 

2 Infra note 10. 

3 American Federation of Labor v. N.L.R.B., infra note 6. 
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an employer for dealing with a union which the Board 
itself had certified as the proper bargaining agent. The 
Board’s dismissal of such a complaint is not reviewable 
by the courts.* Practically, a union thus situated is with- 
out a remedy unless it may secure judicial review by an 
independent suit in equity for an injunction or for a de- 
claratory judgment.” 

Whether the Wagner Act has foreclosed review of a 
challenged National Labor Relations Board action by 
means of a non-statutory action in a federal district court 
is a question which the Supreme Court has twice declined 
to answer, and concerning which federal courts are in 
sharp disagreement. The purpose of this article is to 
demonstrate why federal courts should not be deprived 
of the jurisdiction to review such administrative proceed- 
ings in connection with a union’s suit for equitable relief. 


JUDICIAL REVIEW UNDER THE ACT 
In American Federation of Labor v. N.L.R.B.,° a ques- 


tion arose concerning the representation of longshoremen 
on the Pacific Coast, and the designation of proper bar- 
gaining units. Following a controversy between the In- 
ternational Longshoremen’s Association, A. F. of L., and 
the International Longshoremen’s and Warehousemen’s 
Union, C. I. O. the Board certified the C. I. O. affiliate as 
the exclusive bargaining agent of all longshoremen in the 
area.” Results of an election held preliminary to the cer- 
tification had indicated that the C. I. O. had a majority on 
on the entire coast at the same time that A. F. of L. en- 
joyed a majority in several cities and in a number of indi- 
vidual plants. After being denied a rehearing by the 

4The Board is not required to issue a complaint against an employer. 
N.L.R.B. v. Indiana & Michigan Elec. Co., 318 U. S. 9, 63 Sup. Ct. 394, 87 
L. ed. 579 (1942). 

5 See Note (1939) 17 N. Y. U. L. Q. Rev. 109. 

6 308 U. S. 401, 60 Sup. Ct. 300, 84 L. ed. 347 (1940), aff’g 103 F. (2d) 933 
(App. D. C. 1939), Notes (1940) 24 Minn. L. Rev. 856; (1940) 26 Va. L. 
Rev. 51; (1939) 27 Geo. L. J. 813; (1939) 52 Harv. L. Rev. 970, 981; (1939) 


17 N. Y. U. L. Q. Rev. 109. 
77 N.L.R,B. 1002 (1938). 
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Board, the defeated union instituted an action in a federal 
appellate court for review of the Board’s certification 
order as provided for by the Act. The court ruled such 
action of the N.L.R.B. to be non-reviewable under the 
Act,* and on appeal the Supreme Court held that a defeat- 
ed labor union could not obtain direct court review of a 
Board certification under Section 10(f)° of the Wagner 
Act unless the circumstances specified in Section 9(d)*° 
were present, for the certification itself was not a “final 
order” within the meaning of Section 10(f). Mr. Chief 
Justice Stone said that the National Labor Relations Act 
“indicates a purpose to limit the review afforded by Sec- 
tion 10 to orders of the Board prohibiting unfair labor 
practices. The conclusion is unavoidable that Congress 

. has excluded representation certifications of the 
Board from review by federal appellate courts authorized 
by the Wagner Act.” ™ 


8 See Firth ANNUAL REporT OF THE N.L.R.B. (1940) p. 89; Silverberg, 
THe WaGNER Act: AFTER TEN YEARS (1945) p. 57. The adequacy of judicial 
review provided in Section 9(d) was not specifically passed upon in N.L.R.B. 
v. Jones & Laughlin Steel Corp., 301 U. S. 1, 57 Sup. Ct. 615, 81 L. ed. 893, 
108 A. L. R. 1352 (1937). 


® Section 10(f): “Any person aggrieved by a final order of the Board grant- 
ing or denying in whole or in part the relief sought may obtain a review of 
such order in any circuit court of appeals of the United States in the circuit 
wherein the unfair labor practice in question was alleged to have been engaged 
in or wherein such person resides or transacts business, or in the United States 
Court of Appeals for the District of Columbia, by filing in such court a written 
petition praying that the order of the Board be modified or set aside. . . . 
Upon such filing, the court shall proceed in the same manner as in the case of 
an application by the Board under subsection (e), and shall have the same ex- 
clusive jurisdiction to grant to the Board such temporary relief or restraining 
order as it deems just and proper, and in like manner to make and enter a 
decree enforcing, modifying, and enforcing as so modified, or setting aside in 
whole or in part, the order of the Board; and the findings of the Board as to 
the facts, if supported by evidence, shall in like manner be conclusive.” 29 
U.S.C. § 160(f). 


10 Section 9(d): “Whenever an order of the Board made pursuant to Sec- 
tion 10(c) ... is based in whole or in part upon facts certified following an 
investigation (concerning the representation of employees), . . . and there is 
a petition for the enforcement or review of such order, such certification and 
the record of such investigation shall be included in the transcript of the entire 
record to be filed . . . and thereupon the decree of the court enforcing, modi- 
fying, or setting aside in whole or in part the order of the Board shall be made 
and entered upon the pleadings, testimony, and proceedings set forth in such 
transcript.” 29 U. S. C. § 159(d), 


11 Supra note 3 at 411. 
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JUDICIAL REVIEW BY AN INDEPENDENT SUIT 


In American Federation of Labor v. N.L.R.B., the 
Court expressly reserved determination of the question 
whether review of a certification may be had by an inde- 


pendent suit brought pursuant to Section 24 of the Judi- 
cial Code,” stating: 


The Board argues that the provisions of the Wagner Act, par- 
ticularly § 9(d), have foreclosed review of its challenged action 
by independent suit in the district court, such as was allowed 
under other acts providing for a limited court review in Shields 
v. Utah Idaho Central Railroad Co., 305 U. S. 177, and in Utah 
Fuel Company v. National Bituminous Coal Commission, 306 
U. S. 56. But that question is not presented for decision by the 
record before us. Its answer involves a determination whether 
the Wagner Act, in so far as it has given legally enforceable 
rights, has deprived the district courts of some portion of their 
original jurisdiction conferred by § 24 of the Judicial Code. It 
can be appropriately answered only upon a showing in such a 
suit that unlawful action of the Board has inflicted an injury on 
the petitioners for which the law, apart from the review pro- 
visions of the Wagner Act, affords a remedy. This question 
can be properly and adequately answered only when it is brought 
to us for review upon a suitable record.** 


Following the Supreme Court’s decision that it could 
not seek judicial review under the Acct, the plaintiff union 
brought suit in equity in the District Court, for the Dis- 
trict of Columbia. That court overruled a motion to 
dismiss review of the certification, and held that certifi- 
cations issued by the National Labor Relations Board 
could be contested by independent suits in equity.”* 


1228 U. S. C. $41. 

13 In the appellate court decision, it was held that the circuit courts are with- 
out jurisdiction under the Act to review certification proceedings, and that the 
union’s recourse to judicial review was limited to a bill in equity brought in a 
district court. As stated by Chief Justice Groner, “. . . we hold that, though 
the decision here was required by the Act to be made and to be made on the 
evidence and argument after judicial hearing, and though it was definitive, ad- 
versary, binding, final, and in this case struck at the very roots of petitioner’s 
union and destroyed its effectiveness in a large geographical area of the Nation, 
it was not an order because the Act did not require it to be made in the lan- 
guage of command, and hence is reviewable—as was held in the Shields case 
{Shields v. Utah Idaho Central R. R. Co., 305 U. S. 177, 59 Sup. Ct. 160, 83 
L. ed. 111 (1938)] and in Utah Fuel Co. v. National Bituminous Coal Comm. 
.. . [306 U. S. 56, 59 Sup. Ct. 409, 83 L. ed. 483 (1939)]. Only in an inde- 
pendent suit in equity commenced in a District Court.” 103 F. (2d) at 936. 

14 American Federation of Labor v. Madden, 33 F. Supp. 943 (D. C. Dist. 
Col. 1940). This case involved the same parties as in American Federation 
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In the recent case of Inland Empire District Council 
v. Millis, the petitioning union claimed that the Board’s 
failure to hold a hearing prior to an election was a lack 
of due process, alleged irreparable injury, and sought 
equitable relief requiring the Board to vacate a certifica- 
tion order. The petitioner objected when the Board set 
aside an existing contract between the company and the 
union and ordered an election of a new bargaining repre- 
sentative without holding a prior hearing as to whether 
the election should be held when the employees already 
had a bargaining agent and a contract with their employ- 
er. Subsequent to the election, the Board held a hearing 
as to whether the contract should have been set aside and 
a new union certified as the bargaining agent. An affirm- 





of Labor v. N.L.R.B., supra note 6, and arose out of the identical facts there 
presented. 

A similar situation occurred in N.L.R.B. v. International Brotherhood of 
Electrical Workers, 308 U. S. 413, 60 Sup. Ct. 306, 84 L. ed. 354 (1940), rev’g 
105 F. (2d) 742 (C. C. A. 6th, 1939), Note (1939) 7 U. or Cur. L. Rev. 144, 
decided the same day as A. F. of L. v. N.L.R.B. In a representation proceed- 
ing under the Act, the Board directed a run-off election to clarify a situation 
resulting from a nearly equally divided vote between two labor unions, in which 
employees were to be given the opportunity to decide whether or not they de- 
sired to be represented by one of the organizations, the losing union having been 
excluded from the run-off ballot. Basing its decision on the A. F. of L. v. 
N.L.R.B. holding, the Supreme Court ruled that such a direction of the Board 
was not reviewable by a Federal circuit court of appeals under the jurisdiction 
conferred by Section 10(f) of the Wagner Act. Following this decision, the 
union brought suit to enjoin the holding of the run-off election unless it was 
placed on the ballot. The federal district court held that it had jurisdiction to 
review the Board’s action, and granted a motion for preliminary injunction to 
restrain the holding of the election. International Brotherhood of Electrical 
Workers v. N.L.R.B., 41 F. Supp. 57 (E. D. Mich. 1940), Note (1942) 55 
Harv. L. Rev. 875. The Board then conducted the election to conform to a 
newly-instituted procedure, whereby run-off elections were conducted as between 
the two unions receiving the highest number of votes on the first ballot. Matter 
of Consumers Power Co. (1940) 27 N.L.R.B. No. 44. 

1565 Sup. Ct. 1316 (1945), aff’g 144 F. (2d) 539 (App. D. C. 1944), Note 
(1945) 33 Geo. L. J. 471. The C. I. O. filed petitions with the Board for cer- 
tification as the bargaining agent in three of the employer’s five plants. After 
holding a hearing to determine whether the bargaining unit should be plant- 
wide, as was advocated by the A. F. of L. which possessed a “master contract” 
with the company and represented employees on a company-wide basis, or di- 
vided into separate plant units, as was sought by the C. I. O., the Board con- 
cluded that individual plant units were inappropriate. The C. I. O. then petitioned 
for certification as the company-wide bargaining representative. The A. F. of L. 
objected to the Board setting aside its present contract with the company, and 
to an election being ordered without a prior hearing being held. A series of 
actions were brought to prevent the holding of an election or to avoid certifica- 
tion founded upon one, of which Inland Empire District Council v. Graham, 
53 F. Supp. 369 (W. D. Wash. 1943), aff'd without opinion, 142 F. (2d) 455 
(C. C. A. 9th, 1944), was the last. In this final suit, the district court held that 
it had jurisdiction to grant equitable relief, but dismissed the complaint on the 
ground that an injunction prior to the election would be premature. 
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ative decision was made, whereupon the defeated union 
brought suit in the District Court, claiming that under 
Section 9(c) of the Act, an “appropriate hearing” should 
have been held prior to the conducting of the election. 
The District Court overruled the Board’s motion to dis- 
miss the suit because of lack of jurisdiction, but was re- 
versed by the Court of Appeals. On appeal, the Supreme 
Court held that the appellants had been accorded a fair 
hearing, and that the issue of judicial review by independ- 
ent suits could not be decided because the union had made 
no showing that the Board had acted unlawfully, whether 
by way of a departure from statutory requirements or 
from those of due process of law. 

This case is important not so much because of the 
Court’s decision as to when a hearing must be held, but 
rather because of its refusal to review the appellate court’s 
decision which held that the statutory review provided by 
the Act is exclusive, and consequently there no longer can 
be judicial review by an independent suit in a district 
court. The Court of Appeals of the District of Columbia 
ruled that the question reserved by the Supreme Court in 
American Federation of Labor v. N.L.R.B., namely the 
review of certification through independent suits, had 
been foreclosed by Switchmen’s Union of North America 
v. National Mediation Board,® a case concerning the 


16 320 U. S. 297, 64 Sup. Ct. 95, 88 L. ed. 61 (1943). Note (1944) 33 ILL. 
Bar J. 93. A four-to-three decision of the Court held that a district court had 
no power to review the certification. Justices Jackson, Reed and Roberts dis- 
sented; Justices Black and Rutledge did not participate. 

A certification of representatives for collective bargaining under the Railway 
Labor Act was made by the National Mediation Board following an investiga- 
tion of a dispute among railroad yardmen as to their collective bargaining agent. 
The Brotherhood of Railroad Trainmen sought to be the representative of all 
yardmen of rail lines operated by the New York Central System. The Switch- 
men’s Union of North America contended that yardmen of certain designated 
parts of the system should be permitted to vote for separate representatives 
instead of being compelled to take part in a system-wide election. The Board 
designated all yardmen of the carrier as participants in the election, and the 
Brotherhood was elected. A suit for cancellation of the National Mediation 
Board’s determination of the participants was brought in a district court, which 
upheld the decision of the Board, and the Court of Appeals affirmed the ruling 
by a divided vote. The Supreme Court refused to consider the merits of the 
case because it was of the opinion that the district court did not, under the 
Railway Labor Act, have the power to review the Board’s action in issuing the 
certifications. 
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power of a federal district court under the Railway Labor 
Act, to review the action of the National Mediation 
Board in issuing a certification, where the Supreme Court 
had held that the district court did not possess such power. 
The dissenting appellate justice stated that in the one case 
where the question of review by suits in equity arose, the 
Supreme Court had expressly reserved consideration of 
the issue, and that while Congress might constitutionally 
deny the federal courts the right to determine the validity 
of a charge that a Board certification is a consequence of 
a lack of due process and has resulted in irreparable in- 
jury, it was for the Supreme Court, not the Court of Ap- 
peals, to declare this Congressional power in answer to 
the contention that a right of review exists.”” 

Thus, under the circuit court’s holding in the Inland 
Empire case, statutory review is exclusive and judicial 
review of a certification is authorized if, but only if, the 
Board finds the employer guilty of unfair labor practices, 
and makes its certification the basis of an order with re- 
spect to such practices. It was the importance of this 
ruling that caused the Supreme Court to grant cer- 
tiorari,* and yet it failed to answer the question raised.” 
Thus judges, lawyers, and the National Labor Relations 
Board itself, are left to question whether the appellate 
court’s decision is new law since (a) the Supreme Court 
made no ruling as to the appellate holding that such suits 
are now barred from federal jurisdiction, and (b) the 
Court expressly states that the facts presented are not of a 
sufficient nature as to warrant determination of the re- 


17 The effect of the majority opinion was “to recognize a right on the part 
of the Board, when it likes and as it likes, by withholding its order, to determine 
the right of judicial review, a position which I think is wholly wrong and 
untenable and neither more nor less than a usurpation of power.” Groner, C. J., 
144 F. (2d) at 540. 

18 See supra note 15. 

19 The issue before the Supreme Court was thought by all parties concerned 
to be whether, on complaint of a union in an independent suit in equity, the 
United States district courts have jurisdiction to review a N.L.R.B. certifica- 
tion. The importance of this question is indicated by the fact that nowhere in 
the appellate court’s decision can a discussion of, or a ruling on, the “appro- 
priate hearing” question be found. 
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viewability issue. Whether this is an implied sanction 
or an implied reversal of the appellate court’s holding 
may be determined only by future decisions of the Court. 

In a somewhat similar case, Reilly v. Millis,” em- 
ployees of a bank sought to appeal the Board’s action in- 
cluding them and employees of a safe deposit company in 
the same “appropriate bargaining unit.”” The Court of 
Appeals affirmed the district court’s dismissal of the com- 
plaint, holding that the plaintiffs had made no showing 
of special circumstances or threat of irreparable injury 
which made the review provided by the Wagner Act an 
inadequate remedy for the matters set out in the com- 
plaint.™ 

The doctrine of the appellate court in the Inland Em- 
pire case has been followed in several subsequent deci- 
sions of federal courts, most important of which is Mad- 
den v. Brotherhood & Union of Transit Employees of 
Baltimore.” In this case, the Fourth Circuit Court of 


Appeals held that the district court was without jurisdic- 
tion to enjoin a representation proceeding ordered by the 
National Labor Relations Board. In the opinion of the 
court, the certification proceeding and the certification 
itself no longer can be reviewed by an application to a 


20144 F. (2d) 259 (App. D. C. 1944), cert. den. 65 Sup. Ct. 1566 (1945), 
aff'g 52 F. Supp. 172 (D. C. Dist. Col. 1943). The bank guards had voted 
15 to 20 against the union, but the 8 votes of the safe deposit company employees 
resulted in the union attaining a majority of the bargaining unit, thus securing 
a certification. The bank employees then appealed to the district court. 

21 The accuracy of the appellate court’s decision is questionable, for the bank 
employees could not invoke the jurisdiction of a circuit court of appeals under 
the Act to pass upon the validity of the certification unless and until the certified 
union had filed charges against the employer, and the Board had issued an order 
requiring the employer to bargain with the union, and the employer had refused 
to obey the order. , 

The District Court’s ruling was that it had jurisdiction to grant the relief 
sought by the plaintiffs, namely to enjoin the certification issued by the Board, 
under the authority of A. F. of L. v. N.L.R.B., 103 F. (2d) 933 (App. D. C. 
1939). However, such jurisdiction existed only if an affirmative showing had 
been made that the Board had acted arbitrarily or capriciously in ordering or 
conducting the election. See 52 F. Supp. at 173. 

22147 F. (2d) 439 (C. C. A. 4th, 1945), rev’g 58 F. Supp. 366 (D. C. Md. 
1944), Note (1945) 43 Micu. L. Rev. 1193. See Employees’ Protective Ass’n. 
of Norfolk v. N.L.R.B., 147 F. (2d) 684 (C. C. A. 4th, 1945); Zimmer-Thom- 
son Corp. v. N.L.R.B., 60 F. Supp. 84 (S. D. N. Y. 1945). 

4 





320 THE GEORGE WASHINGTON LAW REVIEW 


district court for an injunction, for the Inland Empire 
case bars such action.” 

Federal courts have been divided in their views as to 
the right of a union to equitable relief in representation 
proceedings ever since the passage of the Wagner Act. 
Some courts have granted injunctive relief.* Others have 
held that although the district court possessed jurisdiction 
to grant equitable relief, the remedy should be denied be- 
cause either the remedy was premature or there was no 
showing of irreparable injury to warrant such relief.” 
Denial of the right to an independent suit in equity on 
the ground that a district court does not possess jurisdic- 
tion to review the Board’s action has occurred in few cases 
other than those already presented.” 

Three arguments are presented by those who claim that 
the statutory remedy is exclusive and that a defeated 
union has no right to seek judicial review by an independ- 
ent suit in a district court. ‘These three assertions are: 
(1) The defeated union has an adequate right of review 


under the provisions of the Act, and that no other form 


238 The court regards the Supreme Court’s decision in the Switchmen’s Union 
case, supra note 3, to be controlling. 

The District Court’s decision, granting the order restraining the Board from 
conducting the election, relied upon the dissent of Chief Justice Groner in the 
Inland Empire District Council v. Millis case, to support its holding that equity 
may review the Board’s certification proceeding and order. 58 F. Supp. at 371. 

24 Bendix v. Beman, 14 F. Supp. 58 (N. D. Ill. 1936); A. F. of L. v. Madden, 
33 F. Supp. 943 (D. C. Dist. Col. 1940); Int'l, Brotherhood of Elec. Workers 
v. N.L.R.B., 41 F. Supp. 57 (E. D. Mich. 1940); R. J. Reynolds Employees 
Ass’n. v. N.L.R.B. (M. D. N. C. 1943) unreported; The Brotherhood and 
Union of Transit Employees of Baltimore v. Madden, 58 F. Supp. 366 (D. C. 
Md. 1944), rev’d 147 F. (2d) 439 (C. C. A. 4th, 1945). 

25 Commercial Telegraphers’ Union v. Madden, (App. D. C. 1937) 1 C. C. H. 
Labor Cases 314, cert. den., 302 U. S. 654, 58 Sup. Ct. 280, 82 L. ed. 506 (1937) ; 
Aircraft Workers’ Union v. Nylander, 30 F. Supp. 993 (S. D. Cal. 1937) ; Ass’n. 
of Chemical Workers v. N.L.R.B., 116 F. (2d) 388 (C. C. A. 4th, 1940) ; 
Ass’n. of Petroleum Workers v. Millis (N. D. Ohio 1941) 4 C. C. H. Labor 
Cases 60, 652; Klein v. Herrick, 41 F. Supp. 417 (S. D. N. Y. 1941) ; Wilson 
Employees’ Representation Plan v. Wilson & Co., 53 F. Supp. 23 (S. D. Cal. 
1943); Inland Empire District Council v. Graham, 53 F. Supp. 369 (W. D. 
Wash. 1943) aff’d 142 F. (2d) 455 (C. C. A. 9th, 1944) ; Spokane Aluminum 
Trades Council v. N.L.R.B. (E..D. Wash. 1943) No. 349, unreported. 

26 Ass’n. of Petroleum Workers v. Millis (N. D. Ohio, 1941) No. 20854, un- 
reported; Int’l. Brotherhood of Elec. Workers v. N.L.R.B. (N. D. Ohio, 1943) 
No. 21994, unreported; American Broach Employees Ass’n. v. N.L.R.B. (E. D. 
Mich. 1944) No. 4242, unreported; Employees’ Protective Ass’n. of Norfolk v. 
N.L.R.B., 147 F. (2d) 684 (C. C. A. 4th, 1945). 
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of review should be permitted; (2) The intent of Con- 
gress was to prevent court review of certification proceed- 
ings except in the single instance prescribed in the statute 
in which provision for such review is made, 1.e. unfair 
labor practice orders; (3) Even if such a right existed 
prior to the Switchmen’s Union of North America case, 
that decision has now foreclosed the question of review- 
ability by independent suits, and has made statutory re- 
view exclusive. Each of these contentions shall be dis- 
cussed separately. 


A. An Adequate Right of Review Under the Wagner Act 


On logical analysis, the question crystallizes to this: 
Assuming that the plaintiff union has been, or will be, 
irreparably injured by the certification issued by the 
Board, and that the injury or threat of injury is of a char- 
acter which a court of equity would enjoin, is the plain- 
tiff without a remedy by reason of a deprivation of the 
federal courts’ equity jurisdiction by the Act? 

As has been explained previously, a union has no access 
to a circuit court of appeals for review of a Board certifi- 
cation.” What other remedy is open to it? The Court 
of Appeals for the District of Columbia and the Fourth 
Circuit Court of Appeals both direct that the plaintiff 
union abide by the results of the election. Thereafter if 
the union should prevail, it would be obliged to institute 
proceedings under Section 10(b) in order to compel the 
employer to negotiate. In such a proceeding, the defeated 
organization, in the Board’s discretion, could intervene. 
The order, under Section 10(c), which would follow this 
proceeding would be subject to review and the losing 
union, if aggrieved thereby, would be a proper party to 
seek such review under Section 10(f).* The defect in 
this argument of the appellate courts is that they assume 
the employer would resist the invitation to negotiate with 


27 American Federation of Labor v. N.L.R.B., supra note 6. 
28 See Rosenfarb, THE Nationa Lasor Poricy (1940) p. 621. 
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the rival union, thus necessitating the enforcement ma- 
chinery of the Act. But suppose the employer acquiesces 
and bargains with the certified rival union. Then no such 
proceeding would ensue, and under the procedure pro- 
posed by those who would make statutory review exclu- 
sive, the plaintiff would never acquire access to any court. 
Nor would the plaintiff be in a position to institute pro- 
ceedings under Section 10(b), for a refusal to bargain 
with it, as a minority union, is not an unfair labor prac- 
tice.” ‘Thus the remedy which would be available to an 
employer or to the certified union would, in fact, not be 
available to the defeated union.” 

Those who say that a certification is not an order affect- 
ing the defeated union, but is merely a preliminary phase 
of the collective bargaining process, speak in the tongue 
of the sophists, skillful but false. True, the certification 
is not an enforceable order. Nor does it have the binding 
force or compulsory effect of a final order. But a certifi- 
cation made in an arbitrary and unauthorized manner 
may destroy the effectiveness of a union, even in a large 
geographical area,” and thus inflict actionable, irrepar- 
able injuries, remedy for which may be secured only in a 
court of equity. It seems almost needless to point out that 
after having unsuccessfully battled the Wagner Act in its 
earlier stages, few employers now care to invite prosecu- 
tion for unfair labor practices with the consequent penal- 


29 It is not an unfair labor practice for an employer to refuse to confer with 
an alleged representative who does not represent a majority, N.L.R.B. v. Ster- 
ling Elec. Motors, 109 F. (2d) 194 (C. C. A. 9th, 1940), or to refuse to con- 
sider proposals of a minority representative for collective bargaining, N.L.R.B. 
v. Columbian Enameling & Stamping Co., 306 U. S. 292, 59 Sup. Ct. 501, 83 
L. ed. 660 (1939). See Reed, Law or Laspor Retations (1945) p. 139. 

Section 8 of the Wagner Act: “It shall be an unfair labor practice for an 
employer—(5) To refuse to bargain collectively with the representatives of his 
employees... .” If the only review is via Section 8 (5), the position of the 
defeated union is best described as hopeless (1) because the Board has not a 
duty, but only a power, to issue complaints; (2) because a proper election is 
often the only possible means of obtaining evidence that the union is the choice 
of the employees, which is necessary to prove the conduct within Section 8(5) ; 
and (3) because the right of an uncertified claimant is not clearly reviewable, 
even in an unfair labor practice proceeding. See Rice, The Determination of 
Employee Representatives (1938) 5 Law & Contemp. Pross. 188, 191. 

30 See Klein v. Herrick, supra note 25. 

31 See supra note 13. 
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ties and attendant expensive litigation which is bound to 
follow a refusal to bargain with a certified union. 

It is a settled rule of judicial administration that no 
one is entitled to judicial relief for a supposed or threat- 
ened injury until the prescribed administrative remedy 
has been exhausted,” and this rule has been most frequent- 
ly applied in equity where injunctive relief was sought.* 
In those cases where an appeal to the federal courts from 
the acts or decisions of the Board, acting pursuant to its 
statutory authority and agency, is provided for by the Act, 
it is conceded that such appellate remedies as the Act 
prescribes are exclusive. No independent suit in equity 
would lie to review the action of the Board on matters 
reviewable within the appellate procedure provided by 
the Act itself. The Board’s certification is final, and the 
discretion exercised by the Board in making its decision 
may not be questioned by the courts. 

What is sought to be retained is the right of the equity 
court to review those decisions which are final, where 
such decisions are wholly unsupported by the evidence, 
or wholly dependent upon a question of law, or seem to 
be clearly arbitrary and capricious.** The Board’s cer- 
tification being final,” there should be no legal bar against 
a defeated union, which, as has been explained above, has 
no adequate remedy at law, from bringing an independent 


32 Myers v. Bethlehem Shipbuilding Corp., 303 U. S. 41, 50, 58 Sup. Ct. 459, 
82 L. ed. 638, 644 (1938). 

33 Jbid. at 51, note 9. 

34 See United States v. Williams, 278 U. S. 255, 49 Sup. Ct. 97, 73 L. ed 314 
(1929) ; Medbury v. United States, 173 U. S. 492, 19 Sup. Ct. 503, 43 L. ed. 
779 (1899). 

35 The governing considerations which keep administrative orders and rulings 
without the area of judicial review were summarized by Justice Brandeis in 
denying the reviewability of a “final valuation” under the Valuations Act of 
1913: 

“The so-called order here complained of is one which does not command the 
carrier to do, or to refrain from doing, anything; which does not grant or with- 
hold any authority, privilege or license; which does not extend or abridge any 
power or faculty; which does not subject the carrier to any liability, civil or 
criminal; which does not change the carrier's existing or future status or con- 
dition; which docs not determine any right or obligation.” Los Angeles & St. 
L. R. Co. v. United States, 273 U. S. 299, 309, 47 Sup. Ct. 413, 71 L. ed. 651, 
655 (1927). Does the certification order of the Board affect the defeated union 
in any of the ways suggested above? 





324 THE GEORGE WASHINGTON LAW REVIEW 


suit in equity to restrain the Board, not from exercising 
its discretion, but from acting over and beyond its author- 
ity, and in violation of the mandate of the Act. 

District courts are the creatures of Congress, and Con- 
gress may, in determining how the rights which it cre- 
ates may be enforced, confer on an administrative tribunal 
the “final say” in any matter pertaining to the enforce- 
ment of such rights. But in so doing Congress merely 
deprives the federal courts of jurisdiction to substitute 
their discretion for that of the administrative body, and 
does not deprive the courts of their right to review admin- 
istrative actions claimed to be without statutory author- 
ity.* Congress cannot escape the constitutional limita- 
tion by authorizing its agent to make findings that it, the 
agent, has kept within that limitation.” This iron-clad 
rule was recognized by the Supreme Court in N.L.R.B. v. 
Jones & Laughlin Steel Corporation,* where, in uphold- 
ing the constitutionality of the National Labor Relations 
Act, it declared that “all questions of jurisdiction of the 
Board and the regularity of the proceedings, all questions 
of constitutional right or statutory authority, are open to 
examination by the court.” ** Administrative agencies 
must always be the public servant, not the public master. 
There are important personal and property rights which 
must remain inviolate from pressure or invasion, of which 
the selection of the representatives is one that has been 
recognized by the courts.*° To preserve such rights has 
been, and always should be, the uncompromising duty of 
the judiciary. 


36 Cf., Order of Ry. Conductors v. National Mediation Board, 141 F. (2d) 
366, 367 (App. D. C. 1944). 

87 St. Joseph Stockyards v. United States, 298 U. S. 38, 56 Sup. Ct. 720, 80 
L. ed. 1033 (1936). 

88 301 U. S. 1, 46, 57 Sup. Ct. 615, 81 L. ed. 893, 108 A. L. R. 1352 (1937). 

39 See Bufford, THe Wacner Act (1941) p. 37. 

40 In view of the fact that it is the bargaining representative of its members 
prior to an election controversy, the members of the defeated union, and the 
union itself, have an interest recognized by law in the selection of representa- 
tives. Texas & N. O. R. Co. v. Brotherhood of Rd. & S. S. Clerks, 281 U. S. 
548, 571, 50 Sup. Ct. 427, 74 L. ed. 1034, 1046 (1930). 
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B. The Intent of Congress 


The Congressional intent as to the reviewability of rep- 
resentation proceedings is best understood by examining 
the circumstances at the time the Act was passed, and 
Congressional action since that date. When the Wagner 
Bill was first introduced in Congress, attention was called 
to the experience of the first National Labor Relations 
Board under Public Resolution No. 44,** which allowed 
court review of representation proceedings prior to the 
actual election of representatives. The result was that em- 
ployers would prevent elections by recourse to the courts 
even before the elections were held. Both the House* 
and Senate* reports on the bill took cognizance of the 
weakness of court review prior to certification and sought 
to prevent lawsuits from interfering with the selection of 
collective bargaining representatives. However, the de- 
lays sought to be avoided by Congress were not those 
caused by a defeated union seeking review in a court of 


equity, but rather the delays caused by an action brought 


41 48 Stat. 1183 (1934). Orders of the first National Labor Relations Board 
that an election be held by secret ballot were appealable under the statute. See 
Guide Lamp Corp. v. N.L.R.B., 76 F. (2d) 370 (C. C. A. 7th, 1935). Asa 
result, the old Board’s actions were exposed to long delays pending the outcome 
of such appeals. S. Repr. 573, 74th Cong. Ist Sess., p. 6 (1935). See Handler, 
Cases oN Lazpor Law (1944) p. 605; (1937) 47 Yate L. J. 774. 


42“Section 9(d) makes it absolutely clear that there shall be no right to 
court review anterior to the holding of an election. An election is the mere 
determination of a preliminary fact, and in itself has no substantial effect upon 
the rights of either employers or employees. There is no more reason for court 
review prior to an election than for court review prior to a hearing. But if 
subsequently the Board makes an order predicated upon the election, such as an 
order to bargain collectively with elected representatives, then the entire election 
procedure becomes part of the record upon which the order of the Board is 
based, and is fully reviewable by an aggrieved party in the federal courts in the 
manner provided in Section 10. And this review would include within its scope 
the action of the Board in determining the appropriate unit for purposes of the 
election. This provides a complete guarantee against arbitrary action by the 
board.” S. Repr. 573, 74th Cong., Ist Sess., p. 14 (1935). 


43 “Section 9(b) of the bill makes it clear that there is to be no court review 
prior to the holding of the election, and provides an exclusive, complete and 
adequate remedy whenever an order of the Board made pursuant to Section 
10(c) is based in whole or in part upon facts certified following an election 

. the Board’s actions and determinations of fact and law in regard thereto 
will be subject to the same court review as is provided for its other determina- 
tions.” H. Rept. 1147, 74th Cong., 1st Sess., p. 23 (1935). 
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by an employer seeking to prevent the Board from con- 
ducting an election.“ 

It may well be argued that Congress did not foresee the 
setting aside of contracts except in cases of company 
unions, or any injunction suits except those brought by an 
employer attempting to delay the proceedings of the 
Board, for the present-day split in the ranks of organized 
labor had not occurred at the time of the passage of the 
Wagner Act.*° The absence of review for unions carries 
the implication that Congress did not envisage the use of 
the run-off election; nor did it adequately visualize the 
problems of the “appropriate bargaining unit” or the de- 
termination of which union may go on the ballot, but in- 
stead foresaw only a certification of a straight majority. 
That a schism in the labor movement has brought diffi- 
culty for union organizations so that an amendment pro- 
viding for judicial review of the certification might be 
in order was indicated in American Federation of Labor 
v. N.L.R.B. by the Board’s argument before the Supreme 
Court,“ and by the Court itself, the latter body saying 
that the fact Congress may have been mistaken in its judg- 
ment that the review provisions of the Wagner Act pro- 
vided a complete safeguard against arbitrary action did 


44 Jd. at p. 7; S. Repr. 573, pp. 5-6 (1935). 
Despite the evidenced Congressional intent, one of the greatest obstacles to 
the administration of the Wagner Act in its early stages was an influx of 
suits which greeted the attempt of the Board to conduct elections. These 
actions sought to enjoin further prosecution of an employee representation 
inquiry, and in the majority of cases, courts were unwilling to grant an injunc- 
tion. See Alexander Smith & Sons Carpet Co. v. Herrick, 85 F. (2d) 16 
(C. C. A. 2d, 1936); N.L.R.B. v. A. P., 85 F. (2d) 56, (C. CA 2d, 1936) ; 
Bethlehem Shipbuilding Corp. v. Nylander, 14 F. Supp. 201 (S. D. Cal. 1936); 
Bradley Lumber Co. of Ark. v. N.L.R.B., 84 F. (2d) 97 (C. C. A. 5th, 1936); 
Carlisle Lumber Co. v. Hope, 83 F. (2d) 92 (C. C. A. 9th, 1936); Precision 
Castings Co. v. Boland, 13 F. Supp. 877 (W. D. N. Y. 1936), aff’d 85 F. (2d) 
15 (C. C. A. 2d, 1936); and S. Buchsbaum & Co. v. Beman, 14 F. Supp. 444 
(N. D. Ill. 1936). See Notes, (1936) 4 Geo. Wasn. L. Rev. 391; (1936) 
22 Wasu. U. L. Q. 86. 


45 The National Labor Relations Act was adopted July 5, 1935. The A. F. 
of L. and the C. I. O. split did not occur until the spring of 1936. See Note, 
(1939) Wis. L. Rev. at 138 

46 The Board argued that the intent of Congress was to have no judicial 
review of certifications; but it also stated that if recent developments in the 
labor movement were persuasive that certifications should be reviewable at 
the instance of union organizations, it was for Congress to reconsider. See 
Bowman, Pusiic Controt or Laspor RELAtions (1942) p. 220. 
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not warrant extension by judicial construction of the juris- 
diction of the appellate courts to review acts of the 
Board.’ The authorities which have denied the right of 
a defeated union to direct review under the Act could 
appear to be contrary to the views of Senator Wagner of 
New York, sponsor of the Act.** +The Congressional enact- 
ment permitted great latitude of interpretation by the 
Board, and the Board has made fullest use of the Act’s 
possibilities so that there is not only the protection of 
rights but also the active promotion of collective bargain- 
ing in order to maximize benefits for workers. However, 
the Board’s interpretations have raised issues relating to 
union organizations and their rights that demand solution 
by the courts under the category of reviewability of cer- 
tifications where no order was involved, yet where the 
Board’s determination quite obviously affected the status 
of the union.” 

Judicial review of certifications upon the demand of 
employees by means of a direct appeal to the courts has 
long been sought for by both members of Congress and 
writers in the labor law field. The first notable legislative 
movement toward this end was in 1939, when four bills 
were introduced, each seeking to amend the Act so as to 
provide for an appeal by the union to the circuit court of 
appeals for review of certifications and certification pro- 
ceedings.” The recently-proposed Federal Industrial Re- 


47 “Tt seems to be thought that this failure to provide for court review is 
productive of peculiar hardships, which were perhaps not foreseen in cases where 
the interests of rival unions are affected. But these are arguments to be directed 
at Congress and not the courts.” 308 U. S. at 411. 

48 In Senate debate, in answer to the question, “What is meant by the term 
‘aggrieved party’ in Section 10(f) ?,” Senator Wagner said, “Suppose if the 
Board orders an election which is held . . . If either party is dissatisfied with 
the order of the Board, based upon the supposed violation of a legal right, such 
a party may have a review in the courts.” 79 Conc. Rec. 7573 (1935). See 
Bufford op. cit. supra note 39 at 782. 

49 Bowman, op. cit. supra note 46 at 218. See Spencer, THE NATIONAL 
Lasor Rerations Act (1935). 

50 76th Cong., Ist Sess. (1939): Burke, S. 1264, §10(j); Walsh, S. 1000, 
§9(f); Barden, H. R. 4749, §9(f); Hoffman, H. R. 4990, §10(j). The 
Senate Committee on Education and Labor refused to report the bills. See 
Notes (1939) 52 Harv. L. Rev. 970, 981; (1939) 7 Int. Jurm. Assn. BULL., 
73, 99. For discussion of the proposed 1939 amendment, see William Green, 
Labor Board v. Labor Act, 19 Fortune 79, February, 1939; John L. Lewis, 
The N.L.R.A. Amendments, 19 Fortune 76, April, 1939. 
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lations Act likewise makes a certification of representation 
issued by the Board subject to court review.” Such pro- 
cedure has been recommended by a special Congressional 
committee which conducted an investigation of the 


Board,” and legal writers have constantly advocated that 
such steps be taken.” 


C. The Switchmen’s Union Case 


In Switchmen’s Union of North America v. National 
Mediation Board,* the Supreme Court held that Con- 
gress had delegated to the National Mediation Board the 
function of determining all matters with respect to what 
constituted an appropriate bargaining unit, and that the 


51S. 1171, 79th Cong., Ist Sess. introduced June 20, 1945 by Senators Ball, 
Burton and Hatch, which has become the subject of considerable controversy. 
Title I, Section 6(f) : “Judicial Review—Any certificate of representation issued 
by the Board under this (Determination of Employee Representation) section 
shall be subject to court review in the same manner and to the same extent 
as subsections (f), (g), (h) and (i) of Section 10 of the National Labor 
Relations Act, as amended, provide for court review of orders relating to unfair 
labor practices.” 

52“Under the present law as it has been construed by the Board and the 
courts, no appeal lies in so-called representation cases. . . . To supply the 
lack now made obvious by the (A. F. of L. v. N.L.R.B.) decisions, the com- 
mittee proposes to make the orders of the Board in certification proceedings 
final, and couched in the language of command, so that they shall be reviewable 
in the United States circuit courts of appeals as are complaint cases now. . . 
The committee is of the opinion that the right of court review should be granted 
in this type of cases, as well as in the unfair labor practice cases, as was con- 
templated by the Congress for the protection of the rights of employees guaran- 
teed by this act.” H. Repr. 1902, p. 95 (1940), Special Committee of the House 
of Representatives to Investigate the National Labor Relations Board, 76th 
Congress. 

53 Cooper, What Changes in Federal Legislation and Administration Are 
Desirable in the Field of Labor Relations Law (1942) 28 A. B. A. J. 385; 
Simmons, Law and Administrative Government (1945) 28 J. Am. Jup. Soc. 
135; (1939) Wis. L. Rev. 138; (1939) 27 Gro. L. J. 813. 

W. G. Rice, Jr., one of the earliest and most outstanding proponents for 
judicial review of certifications, in his article, The Determination of Employee 
Representatives (1938) 5 Law & Contemp. Props. 188, which endorses an 
amendment of the Act, lists three advantages of such review: (1) It would 
avoid the needless involvement of the employer in a proceeding which basically 
concerns a controversy between employees; (2) It would enable the candidate, 
which the Board has not certified as exclusive representative, to obtain redress 
if the Board has abused its authority; (3) It would substitute direct attack for 
attack in a collateral proceeding. 

The 1941 report of the American Bar Association’s Committee on Labor 
recommended “Giving to labor organizations the right of judicial review in 
representation cases . . . so as to prec lude the wiping out of established bar- 
gaining units without redress or the making of unlawful directions as to = 
conduct of employee elections under the auspices of the Board.” (1942) 2 
A. B.A. 3. TR. 

54 Supra note 16. 
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federal courts had no jurisdiction to review decisions of 
the Board as to what an appropriate bargaining unit 
should consist of.” Those who seek to make the statutory 
review exclusive expound this decision of the Court as 
having foreclosed the question reserved by the Court in 
American Federation of Labor v. N.L.R.B.” To the con- 
trary, this decision would appear to conform to the ad- 
ministrative rule that courts may not substitute their 
discretion for that of the particular administrative body. 
Nowhere in the case does the Court say that actions of the 
National Mediation Board which are arbitrary and ca- 
pricious in nature, and beyond the limits of its statutory 
authority, cannot be reviewed by an independent suit in 
equity. No question of due process was raised in the case, 
and therefore the decision cannot logically be considered 
as being determinative of the present question. ‘True, 
there are statements in the decision of Mr. Justice Doug- 
las which are highly questionable from the standpoint of 
constitutional import,” but such statements, whether 
agreed with or not, do not enhance or subtract from the 
value of the Court’s decision. 


55 The Court’s holding was that a determination of the National Mediation 
Board under the Railway Labor Act as to whether a specified group of a 
carrier’s employees were entitled to choose a separate bargaining representative 
for the purposes of collective bargaining is not reviewable by the courts. The 
right of the N.L.R.B. to control its own elections and election procedure has 
been sustained in N.L.R.B. v. Falk Corp., 308 U. S. 453, 60 Sup. Ct. 307, 
84 L. ed. 396 (1940), and Waterman Steamship Corp. v. N.L.R.B., 309 U. S. 
206, 60 Sup. Ct. 493, 84 L. ed. 704 (1940). 

56 Supra note 13. 


57 Mr. Justice Douglas makes the statement that “if Congress had desired to 
implicate the federal judiciary and to place on the federal courts the burden of 
having the final say on any aspect of the problem, it would have made its 
desire plain.” 320 U. S. at 303. Is this a correct assumption to make, namely 
that judicial review must be provided for by the legislature? Would it not 
seem more consonant with the concept of democracy and due process possessed 
by the average American, to assume, not that the purpose to apply a legal 
sanction must be plain, but that in absence of any express provision to the 
contrary, Congress intended the general judicial authority conferred by the 
Judicial Code to be available to a union and its members aggrieved by an 
administrative order presumably irreconcilable with a statutory right so ex- 
plicitly framed as the right to bargain through “representatives of the em- 
ployees’ own choosing”? When Congress has intended to bar access to the 
courts, in whole or in part, it has understood how to express its determination. 
See Emergency Price Control Act of 1942, § 204, 56 Stat. 23 (1942), 50 
U. S. C. Supp. IV, § 924. 
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In a decision handed down subsequent to the Switch- 
men’s Union case, Order of Railway Conductors v. Penn- 
sylvania Railroad Company,* the Court affirmed an 
appellate court’s dismissal of a suit to enjoin a certifica- 
tion of the National Mediation Board, stating that “to 
grant such a decree would seem to be in contravention of 
the Switchmen’s Union Case, and in any event such action 
should not be taken in the absence of the Board” as a party 
to the suit. This recent ruling of the Court could be in- 
terpreted as an implication that the question as to whether 
an independent suit, which claims arbitrary or unauthor- 
ized action on the part of the National Mediation Board, 
may be brought in a district court has yet to be decided. 

Those who look upon the Switchmen’s Union case as a 
precedent for cases under the Wagner Act appear to have 
overlooked the fact that the Supreme Court has distin- 
guished between the Railway Labor and the National 
Labor Relations Acts, and has said that “decisions dealing 
with the legal obligations arising under the Railway 
Labor Act cannot be regarded as apposite” with the terms 
of the Wagner Act.” 


RELIEF IN A COURT OF EQUITY 


From the above discussion it may be reasonably con- 
cluded that the changing labor scene warrants an amend- 


5865 Sup. Ct. 222 (1944). Following the Board’s election and certification, 
the defeated union brought suit for an injunction to prevent the railroad from 
bargaining with the certified union. The question was not one of due process, 
fair hearing or constitutional law, but rather whether Congress had committed 
the procedure of conducting elections exclusively to the National Mediation 
Board. The district court dismissed the suit, and the dismissal was affirmed 
by the Court of Appeals, 141 F. (2d) 366 (App. D. C. 1944). See General 
Committee of Adjustment, B.L.E. v. Missouri-Kansas-Texas R. Co., 320 U. S. 
323, 336, note 12, 64 Sup. Ct. 146, 88 L. ed. 76, 84 (1943), where the Supreme 
Court reserved the question of whether a court may afford relief where the 
National Mediation Board refuses or fails to perform a function delegated to it 
by Congress. 

59 Amalgamated Utility Workers v. Consolidated Edison Co., 309 U. S. 261, 
269, 60 Sup. Ct. 561, 84 L. ed. 738, 743 (1940). 

It is interesting to note that the National Mediation Board has admitted that 
court review of contested certifications has proved profitable to the Board in 
that it serves to settle issues which, in the past, have frequently arisen to trouble 
the orderly and prompt adjustment of representation disputes between different 
factions among employees. FourtH ANNUAL REPORT OF THE NATIONAL MEDI- 
ATION Boarp, (1938) p. 5. 
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ment of the Wagner Act so as to provide judicial review 
of certifications issued by the Board. Through its discre- 
tion in the certification process, the Board can seriously 
affect the position of labor organizations, and such an 
amendment would guarantee unions protection from arbi- 
trary Board action. However, such an amendment may 
be accomplished only by legislative action and not by 
judicial interpretation. Hence the only recourse unions 
have to insure themselves that the Board’s actions are just 
and legal, and within the limits allowed by law, is 
through an independent suit in a federal district court. 

In an early federal case, Section 9(d) of the National 
Labor Relations Act was held to be wanting in due process 
of law since it provided for judicial review of the Board’s 
choice of an appropriate bargaining unit or representa- 
tive only as an incident of a proceeding under Section 
10(d) to determine whether or not an employer is guilty 
of an unfair labor practice.” Forecasting the Supreme 
Court decision which followed four years later,” the Dis- 
trict Court held that the plaintiff union had no remedy at 
law, for the Act permitted no judicial review of the action 
of the Board in determining representatives, and there- 
fore the plaintiff was entitled to equitable relief. 

Congress did not expressly deny equity jurisdiction and 
it is doubtful whether such a limitation should be im- 
plied.” The fact that the Supreme Court has refuted the 
idea that certification “non-orders” are reviewable under 
the Act is a strong argument for allowing judicial review 
by means of independent suits brought by losing unions 
who otherwise have no adequate remedy at law. It is a 
well known rule of law that the non-statutory remedies 
are available where the remedy provided by statute is not 

69 Bendix Products Corp. y. Beman, 14 F. Supp. 58 (N. D. Ill. 1936), noted 
(1937) 47 Yate L. J. 774. “Implicit in the power to determine the unit appro- 
priate for the purposes of collective bargaining is the power to gerrymander, 
and thereby to aggrandize or crush a labor organization. Yet the Act makes 
no provision for judicial review of the actions of the Board on these questions.” 


61 A. F, of L. v. N.L.R.B., supra note 6. 
62 (1942) 55 Harv. L. Rev. 875. 
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an adequate substitute or does not include the particular 
situation involved.” In consideration of the great and 
obvious damages which the losing union may suffer, the 
vital property interest that may be abridged by the effect 
of the Board’s certification,” the importance of the rights 
asserted, and the lack of any other remedy, the defeated 
union properly has a right to ask for relief in equity.” 


THE Norris-LAGUARDIA ACT 


Parallel to the questions previously discussed is the is- 
sue of whether the Norris-LaGuardia Anti-Injunction 
Act” is applicable to injunctions issued in connection with 
representation proceedings. This Act prohibits the federal 
courts from issuing injunctions in matters involving “labor 
disputes,” as that term is defined in the Act. However, the 
confusion in the federal courts as to what constitutes a 
“labor dispute” has resulted in many conflicting opin- 
ions.” Some courts have held that Congress made the 
Norris-LaGuardia Act inapplicable to injunctions issued 


in post-certification proceedings,” whereas others have 


63 ADMINISTRATIVE PROCEDURE IN GOVERNMENT AGENCIES, S. Doc. 8, 77th 
Cong., Ist Sess., p. 81 (1941). Thus a determination by the Interstate Com- 
merce Commission was held not to be reviewable by the statutory methods 
prescribed for orders of that body but was reviewable in an equity suit brought 
by the affected party to enjoin the government from taking further action. 
Shields v. Utah Idaho Central Railroad Co., 305 U. S. 177, 59 Sup. Ct. 160, 
83 L. ed. 111 (1938); (1939) 7 Geo. Wasu. L. Rev. 894. Likewise, a determi- 
nation of the Bituminous Coal Commission held not to be subject to review by 
the circuit court of appeals in the statutory method, was held to be reviewable 
by a bill in equity in the district court. Utah Fuel Co. v. National Bituminous 
Coal Comm., 306 U. S. 56, 59 Sup. Ct. 409, 83 L. ed. 483 (1939). 

64 The interest of employees in the selection of representatives to confer with 
their employer is a property interest sufficient to satisfy Section 20 of the 
Clayton Anti-Trust Act. Texas and New Orleans R. Co. v. Brotherhood of 
Railway and S. S. Clerks, 281 U. S. 548, 50 Sup. Ct. 427, 74 L. ed. 1034 (1930). 

65 See Utah Fuel Co. v. National Bituminous Coal Comm., supra note 63 
at 60. 

6629 U. S. C. $101, et seg. 

67 Typical of the uncertainty is Columbia River Packers Ass’n. v. Hinton, 
315 U. S. 143, 62 Sup. Ct. 520, 86 L. ed. 750 (1942), rev’g 117 F. (2d) 310, 
(C. C. A. 9th, 1941), rev’g 34 F. Supp. 970 (D. C. Ore. 1939), where a dispute 
between a fish canning association and the members of a union from whom it 
purchased fish for canning purposes was finally held not to be a “labor dispute” 
within the meaning of the Norris-LaGuardia Act. 

68 Oberman & Co. v. United Garment Workers of America, 21 F. Supp. 20, 
26 (W. D. Mo. 1937). Cf., United Electrical Workers v. I. B. of E. W., 115 
F. (2d) 488 (C. C. A. 2d, 1940). The problem often arises over the inter- 
pretation of Section 10(h) of the Wagner Act, which provides: “When grant- 
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held that a jurisdictional dispute between competing 
unions is a “labor dispute,” as such is defined in the Act, 
which is not terminated by an N.L.R.B. certification and 
therefore no equitable relief may be granted.” The right 
of a competing union to secure an injunction against its 
rival, has been denied where the court is asked to deter- 
mine bargaining rights prior to a Board determination as 
to who is the certified bargaining agent.*® Where courts 
have distinguished disputes between competing labor or- 
ganizations from conflicts between an employer and a 
union, the general rule has been that a “labor dispute” 
does not exist when the employer takes no part in the diffi- 
culty, and an injunction may be granted.” 

The question of whether a suit in equity against the 
National Labor Relations Board, brought by a union 
seeking judicial review of an administrative determina- 
tion, is a “labor dispute” under the Norris-LaGuardia Act 
has never been decided. All injunction cases concerning 
the Wagner Act have involved either union-employer or 
inter-union disputes. In none of the cases against the 
N.L.R.B. or the National Mediation Board was the issue 
whether the Anti-Injunction Act deprived the court of the 
power to grant equitable relief raised. In light of Sec- 
tion 10(h) of the Wagner Act, and the fact that the latter 
legislation was enacted several years after the Norris-La- 
Guardia Act, the logical conclusion would be that, in 
actions where the administrative agency was a party, Con- 
gress did not want the jurisdiction of federal courts sitting 
in equity to be limited by the Anti-Injunction Act. 


ing appropriate temporary relief or a restraining order, or making and enter- 
taining a decree enforcing, modifying, and enforcing as so modified, or setting 
aside in whole or in part an order of the Board, as provided in this section, the 
jurisdiction of courts sitting in equity shall not be limited by [the Norris- 
LaGuardia Act] .. .” 

69 Wilson Employees’ Representation Plan vy. Wilson & Co., 53 F. Supp. 23 
(S. D. Cal. 1943). See Yoerg Brewing Co. v. Brennan, 59 F. Supp. 625 
(D. C. Minn. 1945). 

7° Montgomery Ward E. Assn. v. Retail Clerks I. P. Ass’n., 38 F. Supp. 321 
(N. D. Cal. 1941). 

71 Union Premier Food Stores, Inc. v. Retail Food Clerks Union, 98 F. (2d) 
$21 (C. C. A. 3d, 1938). 
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CONCLUSION 


By the protection of the law human rights are secured. With- 
draw that protection and they are at the mercy of wicked rules or 
the clamor of excited people.”* 

Since the right is given employees to bargain collec- 
tively through representatives of their own choosing, rep- 
resentation proceedings and certifications may involve 
constitutional questions. To this extent an opportunity to 
obtain equitable relief when it is the only available 
method of review may be constitutionally required.” Per- 
haps such requirement is made clear by the words of 
Justice Brandeis: 


The supremacy of law demands that there shall be an oppor- 
tunity to have some court decide whether an erroneous rule of 
law was applied; and whether the proceedings in which the 
facts were adjudicated was conducted regularly.” 

In his famous opinion in Marbury v. Madison,” Chief 
Justice Marshall said that “the government of the United 
States has been emphatically termed a government of laws 
and not of men.” Such a government cannot be attained 
as long as the power to review the judiciousness of its own 
act remains in the custody of the administrative tribunal. 
The independent suit in a federal district court is one 
means of removing that power and of preventing arbi- 
trary and unlawful administrative action in the selection 
of collective bargaining representatives. Yet the doctrine 
of the Inland Empire case tends to reserve this power to 
the Board, and thus deprives the losing union of its last 
opportunity to prevent tyrannical administrative action. 
To recognize this rule of judicial exemption, endowing 
the Board with infallibility both as to findings of fact and 


72 Per Mr. Justice Davis in Ex parte Milligan, 71 U. S. 2, 142, 18 L. ed. 281 
1866 


73 See Utah Fuel Co. v. National Bituminous Coal Comm., and Shields v. 
Utah Idaho Central R. Co., both supra note 63; Note (1942) 55 Harv. L. Rev. 
875. “But in whatever method enforced, the right of a judicial review must be 
substantial, adequate, and safely available.’ Wadley S. R. Co. v. Georgia, 235 
U. S. 651, 35 Sup. Ct. 214, 59 L. ed. 405 (1915). 

74 St. Joseph Stockyards Co. v. United States, 298 U. S. 38, 84, 56 Sup. Ct. 
720, 80 L. ed. 1033 (1936). 

751 Cranch 137, 2 L. ed. 60 (1803). 
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conclusions of law, would be to allow future officers of 
the Board to act as they pleased, with the power to com- 
mit any abuse which pressure or temptation of the moment 
might prompt or dictate, and they might do so freely and 
with impunity for adverse parties no longer would pos- 
sess the protection of a court of equity. Despite the out- 
cry against the combination in one administrative agency 
of the functions of prosecution and adjudication, the 
tendency has been to narrow rather than broaden the 
power of courts to review administrative acts.” Once the 
courts are shorn of their power to enforce such constitu- 
tional guarantees, the effectiveness of the age-old struggle 
of equity to raise itself to the level of the courts of law 
will have evaporated. 


76 Landis, THE ADMINISTRATIVE Process (1938) p. 100. 
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EDITORIAL NOTES 


PERSONAL LIBERTIES AND THE APPROPRIATION PowER OF CONGRESS 


On February 1, 1943, Mr. Martin Dies, Chairman of the House 
Committee to Investigate Un-American Activities, in a speech in the 
House, attacked certain named individuals in various government 
departments, among whom were Robert Morss Lovett, Goodwin B. 
Watson and William E. Dodd, Jr., as “irresponsible, unrepresentative, 
crackpot, radical bureaucrats.”* These charges subsequently re- 
sulted in the creation, on February 9, 1943, of a special subcom- 
mittee * of the Committee on Appropriatons : 


. . to examine into any and all allegations or charges that 
certain persons in the employ of the several executive depart- 
ments and other executive agencies are unfit to continue in such 
employment by reason of their present association or member- 
ship or part association or membership in or with organizations 
whose aims or purposes are or have been subversive to the Gov- 
ernment of the United States.* 


Hearings were held between April 9 and April 15, 1943, at which 
Robert Morss Lovett, Goodwin B. Watson and William E. Dodd, Jr. 
were questioned and were permitted to testify at length with respect 
to the charges of the “Dies Committee.” All of the proceedings were 
in executive (i.e. secret) session, and each of the three men appeared 
alone before it. The Solicitor of the Department of the Interior (in 
the case of Mr. Lovett) and the General Counsel of the Federal Com- 
munications Commission (in the case of Messrs. Watson and Dodd) 
requested and were refused permission to attend. In its deliberations, 
the subcommittee considered not only the testimony of each of the 
three men but also confidential information previously gathered by 
the Federal Bureau of Investigation and Army and Navy Intelli- 
gence. Such confidential information was not shown to any of the 
three men and has never been made public.* 

On April 21, 1943, the first subcommittee report was submitted to 
the Committee on Appropriations; the Federal Communications 
Commission analyzed and rejected the findings concerning its em- 

189 Conc. Rec. 474-486 (1943). 

2 Under the Chairmanship of Mr. Kerr. 

3H. Res. 105; 89 Conc. Rec. 709-710, 734, 742 (1943). Rules of procedure 
were adopted on March 23, 1943, and were first published in the Congressional 
Record of June 2, 1943. 89 Conc. Rec. 7962 (1943). fh 

489 Conc. Rec. 4600 (1943). A transcript of the hearings, however, was 
made available to the Congress on July 2. See 89 Conc. REc. 7008 (1943). It 
should be noted that the plaintiffs did not complain of the subcommittee’s pro- 
cedure or of its treatment of them. 
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ployees, Messrs. Watson and Dodd. The second subcommittee re- 
port, made May 14, 1943, concerned Mr. Lovett and other persons 
not herein involved. The findings with reference to the three men 
were immediately adopted by the House Committee on Appropria- 
tions,® and resulted in the offering of Section 304 as a rider to the 
Urgent Deficiency Appropriation Bill, 1943, reported to the House 
on the same day.* Section 304 provided as follows: 


No part of any appropriation, allocation, or fund (1) which is 
made available under or pursuant to this Act, or (2) which is 
now, or which is hereafter made, available under or pursuant to 
any other Act, to any department, agency, or instrumentality of 
the United States, shall be used, after November 15, 1943, to 
pay any part of the salary, or other compensation for the personal 
services, of Goodwin B. Watson, William E. Dodd, Junior, and 
Robert Morss Lovett, unless prior to such date such person has 
been appointed by the President, by and with the advice and con- 
sent of the Senate: Provided, That this section shall not operate 
to deprive any such person of payment for leaves of absence or 
salary, or of any refund or reimbursement, which have accrued 
prior to November 15, 1943: Provided further, That this section 
shall not operate to deprive any such person of payment for serv- 
ices performed as a member of a jury or as a member of the 
armed forces of the United States, nor any benefit, pension, or 
emolument resulting therefrom.’ 


The rider was vigorously attacked in the House as both unconsti- 
tutional and unwise,*® but passed by a vote of 318 to 62. The Senate 
Appropriation Committee eliminated it, and was sustained by the 
Senate.’° Four times the conference reports on the rider * were re- 
jected by the Senate ** and insisted upon by the House.’* The Senate 
acquiesced in the fifth conference report ** only because of the im- 
perative necessity that the appropriations contained in the bill be 
made available to the executive departments concerned.*® 


5H. Rept. 448, 78th Cong., Ist Sess. (1943). 

6H. R. 2714, 78th Cong., Ist Sess. (1943). 

757 Stat. 431, 450, approved July 12, 1943. 

889 Conc. Rec. 4482-4487, 4546-4556, 4581-4605 (1943). 
®S. Rept. 264, 78th Cong., Ist Sess. (1943). 

1089 Conc. Rec. 5024 (1943). 


11H, Repts. 514, 593, 607 (in which Section 304 was slightly modified), and 
618, 78th Cong., Ist Sess, (1943). 


12 89 Conc. Rec. 5602-5606, 6407-6416, 6691-6695, 6729-6738 (1943). 
18 89 Conc. Rec. 5510, 5517, 6369-6370, 6868-6869 (1943). 
14H. Rept. 661, 78th Cong., Ist Sess. (1943). 


15 89 Conc. Rec. 7003-7014 (1943). The House approved the fifth conference 
report on the following day. See 89 Conc. Rec. 7126-7135 (1943). 
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In his message to Congress approving the Appropriation Act,'* 
President Roosevelt said, in part: 


. If it had been possible to veto the objectionable rider, 
which has been attached to this . . . Act, but which has no 
relevancy to it, without delaying essential war appropriations, I 
should unhesitatingly have done so. . . . There is no suggestion 
that the three named individuals have not loyally and compe- 
tently performed the duties for which they have been employed. 
They are sought to be disqualified for federal employment be- 
cause of political opinions attributed to them. . . . The Senate 
yielded as I have been forced to yield, to avoid delaying our 
conduct of the war. . . . No judicial trials have been held. No 
impeachment proceedings have been instituted. . . . This rider 
is an unwarranted encroachment upon the authority of both the 
Executive and the Judicial Branches under our Constitution. It 
is not, in my judgment, binding upon them.’ 


Robert Morss Lovett, Goodwin B. Watson and William E. Dodd, 
Jr., continued their Government service subsequent to November 15, 
1943, the effective date of Section 304. They then filed suits in the 
Court of Claims of the United States for salaries accrued during this 
period.’* In these suits the Court of Claims was requested to pass 
upon the following legal questions: 


1. Was the rider, in effect, a bill of attainder? 

2. By attempting to remove the plaintiffs from office without insti- 
tuting impeachment proceedings, was the rider an infringement of 
the executive power of removal? May Congress, through an unusual 
application of its appropriation power, exercise a power of removal 
otherwise denied it? 

3. May Congress name specific individuals in a “hostile” appropria- 
tion rider, discriminatory on its face, without denying to such indi- 
viduals “due process of law” under the Fifth Amendment? 


16 89 Conc. Rec. 7521 (1943). 

17 On Dec. 6, 1943, the Attorney General informed the Speaker of the House 
that he concurred with the President’s view as to the invalidity of Section 304. 
See S. Rept. 724, 78th Cong., 2nd Sess. (1943). On Dec. 18, 1943, the House 
authorized the appointment of its own counsel. See 89 Conc. Rec. 10882 (1943). 

18 The cases were decided November 5, 1945, in favor of the plaintiffs. Rob- 
ert Morss Lovett v. United States, Goodwin B. Watson v. United States, and 
William E. Dodd, Jr. v. United States, (Ct. Cl., decided Nov. 5, 1945) (not 
yet reported). For a similar case see State v. Gordon, 236 Mo. 142, 139 S. W. 
403 (1911), in which the court held that a proviso attached to an appropria- 
tion act providing, among others, for the Fish and Game Warden, but denying 
payment so long as the office was held by the incumbent, was unconstitutional 
on the grounds that (a) it singled out the relator from the class of persons 
eligible to hold office, making the proviso apply to him only and imposing 
a burden on him not imposed on others; (b) it was an encroachment upon 
the executive as it in effect caused a removal; and (c) it was an encroach- 
ment upon the judiciary as it was a legislative judgment that the relator was 
unfit to hold the office, 
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Before seeking an answer to these questions, it may be well to sur- 
vey briefly the legal basis for the Congressional action. At the time 
of the adoption of the Constitution, it was believed that legislative 
control of the purse was the best guarantee of the maintenance of 
representative government.’® “The roots of legislative supremacy in 
finance reach deep into the heritage of English political institutions. 
The overthrow of royal absolutism there was an achievement of the 
legislature during the seventeenth century. The right to levy taxes, 
and to appropriate the proceeds, figured importantly among the 
means by which Parliament made the King’s ministers its servants. 

. The incidents in the story, from the financial embarrassments 
of James I to the Revolution of 1688, were familiar to all who shared 
the political traditions of England. They spelled out one principal 
lesson: legislative control of the purse is the best practical guarantee 
of the maintenance of representative government. . . . The lesson 
was repeated in the American colonies. Colonial governors were 
brought to book, and unwelcome imperial policies thwarted, by legis- 
latures that controlled the sources and uses of revenue. . . . It was 
from the depths of political conviction, therefore, that the framers 
of the Constitution vested in Congress the taxing and spending 
powers... .”* 


Today, it is generally agreed that the appropriation power belongs 
exclusively to Congress, and no money may be paid out of the Treas- 
ury unless appropriated by an Act of Congress.** It has been said 
that the power to appropriate is limited only by the requirement that 
it shall be exercised to provide for the general welfare of the United 


19 Taylor, History oF THE COMMITTEE ON AppRoprRIATIONS, H. Doc. 299, 77th 
Cong., Ist Sess., p. 6 (1941). 


20 Mansfield, THe ComprTroLLeR GENERAL (1939) pp. 6, 7. The pertinent 
> cca provisions affecting the taxing and spending powers are three- 
old: 

(1) “The Congress shall have Power to lay and collect Taxes, Duties, 
Imposts and Excises, to pay the Debts and provide for the Common De- 
fense and general Welfare of the United States; . . .” (Art. 1, § 8, Cl. 1) 


(2) “No Money shall be drawn from the Treasury, but in Consequence 
of Appropriations made by Law; . . .” (Art. 1, § 9, Cl. 7) 


(3) “(The Congress shall have power) . . . To make all Laws which 
shall be nee | and proper «' eames into Execution the foregoing 
Powers, .. .” (Art. 1, §8, Cl. 18) 


21 E.g. see Cincinnati Soap Co. v. United States, 301 U. S. 308, 321, 57 Sup. 
Ct. 764, 770, 81 L. ed. 1122” 1132 (1937) ; Campagna v. United States, 26 Ct. 
Cl. 316 (1891) ; Hooe v. United States, 218 U. S. 322, 31 Sup. Ct. 85, 54 L. ed. 
1055 (1910) ; United States v. Realty Company, 163 U. S. x 16 Sup. Ct. 
1120, 41 L. ed. 215 (1895); Bradley v. United States, 98 U. 104, 25 L. ed. 
105 (1878) ; ; and Pomeroy, ConstITUTIONAL LAw (9th ed.) se 274, 275. 
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States.”* By hypothesis, this power to appropriate ex necessitate rei 
includes the power to withhold appropriations,”* and it has so been 
specifically held in controversies with the executive branch of the 
Government. Thus, for example, although a treaty is the supreme 
law of the land,* the power to make treaties ** may not be effectively 
exercised in conflict with the legislative power to withhold appropria- 
tions.” Also, the President’s power to pardon,’ although exclusive, 
cannot restore or grant a right to recover money or property from 
the Treasury.” 


In the exercise of the power to appropriate, Congress has con- 
stantly “limited” the use of the appropriated funds. In fact, in recent 
years Congress has rarely passed any major appropriation bill with- 
out having incorporated therein some limitations or conditions.” 
Examples of such limitations or conditions will illustrate the wide 
variety of important as well as unimportant subjects which they cov- 
ered. One provided that no money appropriated for the enforcement 


22 United States v. Butler, 297 U. S. 1, 64, 56 Sup. Ct. 312, 318, 80 L. ed. 477, 
487 (1936). It should be noted that the discretion as to general welfare be- 
longs to Congress unless the choice is clearly wrong. Helvering v. Davis, 301 
U. S. 619, 57 Sup. Ct. 904, 81 L. ed. 1307 (1937). Also see Cincinnati Soap Co. 
v. United States, supra note 21, and Carmichael v. Southern Coal & Coke Co., 
301 U. S. 495, 57 Sup. Ct. 868, 81 L. ed. 1245 (1937). For a general survey, 
see Steeg, Limitations on the Congressional Power to Spend (1936) 10 Tut. 
L. R. 446, (1937) 11 Tux. L. R. 451, and (1937) 12 Tux. L. R. 138; Corwin, 
The Spending Power of Congress (1923) 36 Harv. L. Rev. 548. 

23 Hamilton, FepERALIST, No. 58. This power of refusal is, however, subject 
to the provisions of the Constitution respecting salaries of the President, judges, 
and members of Congress. Also see 15 Ops. Atty. Gen. 321 (1880). “In the 
absence of constitutional restriction, the compensation of a public officer may be 
altered at pleasure by the legislature during his incumbency without violating 
any legal right vested in him by virtue of his appointment. The right which his 
appointment confers is nothing more than a right to receive, during the period 
of his continuance in office, such compensation as may from time to time be 
provided by law; it does not confer a right to have allowed to him, during 
that period, the particular compensation which was authorized when he was 
appointed. Accordingly, should the legislature deem it expedient to diminish the 
future compensation of the officer, this, so far from affecting or impairing the 
right of the latter derived under his appointment, would be entirely consistent 
therewith.” 

24 Unitep States Constitution, Art. II, § 2. 

25 By and with the advice and consent of the Senate. 

261 Willoughby, THe ConstTiITUTIONAL LAw oF THE UNITED States, (2d ed.) 
§ 304 and p. 562. Once the House was even able to force a revision of the usual 
treaty ratification procedure when it provided that the appropriation for the pur- 
chance of Alaska was not to be effective unless the treaty itself was accepted by 
both Houses of Congress. See 1 Willoughby, op. cit. supra note 21 at 551. 

27 Supra note 24. 


28 E.g. see Hart v. United States, 118 U. S. 62, 6 Sup. Ct. 961, 30 L. ed. 96 
(1886) ; Knote v. United States, 95 U. S. 149, 24 L. ed. "142 ( 1877) ; ; Austin v. 
United ‘States, 155 U. S. 417, 15 Sup. Ct. 167, 39 L. ed. 206 (1894). 

29For a compilation of ‘such limitations, conditions, and restrictions see 
ng LEGISLATION ENACTED ON APPROPRIATION Act, 1897-1915 (G. P. O. 
1915). 
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of the prohibition amendment should be expended in any state which 
declined to appropriate a sum equal to the amount appropriated by 
the federal government for use in that state.*° Another provided that 
no funds should be made available for any state which permitted the 
examination of females suspected of venereal disease to be made by 
a male physician.** A statute permanently barring a designated class 
from the federal payroll provided that no employee of the Pinkerton 
Detective Agency, or similar agency, should be employed in any Gov- 
ernment service.*? Congress has also exercised its appropriation 
power for the benefit of an identifiable individual, by providing that 
“The salary of the Government Actuary, so long as the position is 
held by the present incumbent, shall be at the rate of $7,500 a year.” ** 
Other illustrations, though of interest, may be dispensed with for it is 
generally acknowledged that Congress may “limit” appropriations.™ 
Essentially, the basic contention of Congress in this controversy is 
that since it has the exclusive power to appropriate funds,** and to 
withhold appropriations,®** it may appropriate funds in any desired 
manner and subject to any desired limitations or conditions. 

The five judges of the Court of Claims who heard the cases of 
Lovett, Watson and Dodd v. United States, decided unanimously 
that the plaintiffs were entitled to recover their salaries accrued dur- 
ing their respective periods of Government service subsequent to 
November 15, 1943, the effective date of Section 304, but the reasons 
given in the four written opinions differed greatly. Chief Justice 
Whaley, with whom Judge Littleton concurred, confined his decision 
to very narrow limits, “as narrow as the claims themselves.” He 
decided that the Act did not separate plaintiffs from office, disturb 
or take away the salary of that office, or prohibit the plaintiffs from 
receiving their salaries. Also, the Act did not concern an appropria- 
tion “otherwise” available, but only an appropriation which was 
available, and, therefore, if available to the administrative bureau it 
was also available for payment of the salaries of the plaintiffs. Con- 


3061 Conc. Rec. part 5, p. 5210 (1921). 

31 57 Conc. REc. part 4, p. 4163 (1919). 

32 27 Stat. 591 (1893), 5 U. S. C. § 53. 

33 43 Stat. 353 (1924), 5 U. S.C. § 251. 

34In 1876 the House adopted the “Holman Rule” which provides that germane 
amendments to appropriation bills are in order if they “retrench expenditures” 
by the reduction of the compensation of any person paid out of the Treasury of 
the ae | eee RuLes AND MANUAL, House of Representatives, Rule XXI, 
CLZ em 

85 Subject to the limitation stated in note 22, supra. 

36 Subject to the limitation stated in note 23, supra. For an interesting Con- 
gressional ruling, see 7 CANNON’s PRECEDENTS (1935) p. 666. “An amendment 
forbidding payment of salary authorized by law from any part of an appropria- 
tion to a designated individual was held to be a limitation and in order on an 
appropriation bill.” 





EDITORIAL NOTES 343 


gress, he concluded, did not limit the appropriation but only the ac- 
tivities of the disbursing agency. The original appointments of the 
plaintiffs to their respective positions, which were lawful and proper, 
were not affected by the rider. The obligation of the Government, 
therefore, to pay for services rendered was not destroyed. The crux 
of Chief Justice Whaley’s argument is, as the cases cited in his opinion 
have held, “that lapse of appropriation, failure of appropriation, ex- 
haustion of appropriation, do not of themselves preclude recovery for 
compensation otherwise due.” Accordingly, the constitutionality of 
Section 304 was immaterial and was not decided. The obligation of 
the Government persisted and the plaintiffs were therefore entitled 
to recover. The opinion of Chief Justice Whaley was restricted in- 
tentionally ** to such narrow limits that it will have little if any value 
as precedent if similar legislation slightly modified in statutory lan- 
guage is enacted. 

Judge Jones based his concurrence in the result on a single issue, 
viz., that the expression “or which is hereafter made available under 
or pursuant to any other act” in Section 304 transformed it from an 
appropriation to a legislative provision. By imposing a permanent 
ban on the rights and privileges of the plaintiffs to seek Government 
employment, he believed that Congress exceeded its delegated au- 
thority. The history of the appropriation power of Congress demon- 
strates that appropriation acts “have become the vehicles for a host 
of riders imposing restrictions on executive action. Once enacted, 
most of them are continued from year to year and become, in sub- 
stance though not in form, permanent legislation.” ** Therefore, if 
the rider were re-enacted annually, thereby accomplishing the same 
purpose, presumably Judge Jones would hold it valid, for in his opin- 


7 in 1. Cooley, ConsTITUTIONAL Limitations (8th ed.) pp. 338-339, as 
ollows: 


“Neither will a court, as a general rule, pass upon a constitutional ques- 
tion, and decide a statute to be invalid, unless a decision upon that very 
point becomes necessary to the determination of the cause. ‘While courts 
cannot shun the discussion of constitutional questions when fairly presented, 
they will not go out of their way to find such topics. They will not seek to 
draw in such weighty matters collaterally, nor on trivial occasions. It is 
both more proper and more respectful to a co-ordinate department to dis- 
cuss constitutional questions only when that is the very lis mota. Thus 
presented and determined, the decision carries a weight with it to which 
no extra-judicial disquisition is entitled.’ In any case, therefore, where a 
constitutional question is raised, though it may be legitimately presented by 
the record, yet if the record also presents some other and clear ground upon 
which the court may rest its judgment, and thereby render the constitutional 
question immaterial to the case, that course will be adopted, and the ques- 
tion of constitutional power will be left for consideration until a case arises 
which cannot be disposed of without considering it, and when consequently 
a decision upon such question will be unavoidable,” 

38 Mansfield, op. cit. supra note 20 at 8, 
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ion he states, as dictum, that “If Section 304 merely forbade the use 
of funds in the bill or other funds already available in other bills, I 
would have no hesitancy in holding it a limitation on appropriation.” 

The basic premise of Judge Whitaker’s opinion is the doctrine that 
the grant of any power by the Constitution is subject to the limitation 
that it not be exercised in a manner to nullify another provision of 
the Constitution.*® This general doctrine was forcibly stated by Mr. 
Justice Harlan in the Dick case *° wherein he held that fundamental 
constitutional principles are of equal dignity, and none must be so 
enforced as to nullify or substantially impair the other. Therefore, 
assuming that Section 304 were enacted in the exercise of the power 
of Congress to appropriate money, nevertheless it would be void if 
it violated any other provision of the Constitution. 

The question specifically presented was whether Section 304 vio- 
lated the constitutional provision that: “No bill of attainder or ex post 
facto law shall be passed” ** by Congress. The reasons for the adop- 
tion of this categorical and unequivocal prohibition by the Founding 
Fathers lie in the English *? and early American ** precedents of at- 
tainders and in the legal literature on the subject,** with which they 
were familiar. Such legislative acts were regarded as reprehensible 
and abhorrent, for they punished the victim and blackened his name 
and character without any of the safeguards afforded in judicial pro- 
ceedings. 

The leading authority on what constitutes a bill of attainder within 
the constitutional prohibition is the Cummings case which held: “A 
bill of attainder is a legislative act which inflicts punishment without 

39 To support this doctrine the Judge cited, as examples, Marbury v. Madison, 
1 Cranch 137, 2 L. ed. 60 (1803), Rhode Island v. Massachusetts, 12 Pet. 657, 
9 L. ed. 1233 (1838) ; Knowlton v. Moore, 178 U. S. 41, 20 Sup. Ct. 747, 44 


L. ed. 969 (1900), and Dick v. United States, 208 U. S. 340, 28 Sup. Ct. 399, 
52 L. ed. 520 (1907). 

40 Dick v. United States, 208 U. S. 340, 353, 28 Sup. Ct. 399, 403, 52 L. ed. 
520, 525 (1907). 

ye 1, § 9, Cl. 3. A similar state prohibition is contained in Art. 1, § 10, 


421 Cooley, op. cit. supra note 37 at 538-539; Pomeroy, CoNsTITUTIONAL 
5% an § 503; 2 Storey, CoMMENTARIES ON THE CONSTITUTION (5th 
43 See, 1 Cooley, op. cit. supra note 37 at 539; 2 Storey, op. cit. supra note 
42 at 217, 218, and §1373; Adams, ConstituTionAL History oF ENGLAND 
(Schuyler Rev. 1934), pp. 228-229; Pound, Justice According to Law: Part 3 
—Legislative Justice (1914) 14 Cor. L. Rev. 1, 2; and Thompson and Westfall, 
———- Legislation during the American Revolution (1908) 3 ILL. L. 

Ev. 81, 147. 

44 E.g., The Federalist, Nos. 44, 65, 66, 78, 84; 4 Blackstone, CoMMENTARIES 
(Lewis ed. 1900), pp. 380, 386, 387; Coke, FourruH Institute (1809 ed.), pp. 
14, 36-39; Wooddeson, Law Lecrures: A SySTEMATICAL VIEW OF THE LAws 
oF ENGLAND (1792) Nos. 40 and 41; West, A Discourse CoNCERNING TREA- 
SONS AND BILts or ATTAINDER (1716); and REASONABLENESS OF PARLIAMEN- 
TARY PROCEEDINGS BY ATTAINDERS, BANISHMENTS, PAINS AND PENALTIES IN 
Cases oF HicH Treason (printed by T. Payne, 1723). 
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a judicial trial. If the punishment be less than death, the act is termed 
a bill of pains and penalties. Within the meaning of the Constitution, 
bills of attainder include bills of pains and penalties. In these cases 
the legislative body, in addition to its legitimate functions, exercises 
the powers and office of judge; it assumes, in the language of the 
textbooks, judicial magistery; it pronounces upon the guilt of the 
party, without any of the forms or safeguards of trial; it determines 
the sufficiency of the proofs produced, whether conformable to the 
rules of evidence or not; and it fixes the degree of punishment in 
accordance with its own notions of the enormity of the offense.” *° 

The Cummings case involved a provision of the Missouri Consti- 
tution of 1865 to the effect that any person who had engaged in hos- 
tility against or who had been disloyal to the United States or had 
ever been connected with any organization inimical to the government 
of the United States should be disqualified from holding any public 
office or from acting as a teacher; and that no person should con- 
tinue to hold public office or practice as an attorney or clergyman 
unless he took a prescribed oath that he had not engaged in hostility 
against or been disloyal to the United States. Cummings was a 
Catholic priest who was convicted by the Missouri court of preaching 
without having taken the prescribed oath. 

The Garland case, another authority, involved the constitutional- 
ity of acts of Congress passed in 1862** and in 1865 ** which pre- 
scribed, as a condition to the entering upon the duties of any public 
office or practicing as an attorney in the federal courts, the taking of 
an oath that one had not engaged in hostility against the United 
States or accepted office under any authority in hostility to the United 
States. Garland took part in the rebellion and was a member of the 
Confederate Congress. He applied to the Supreme Court for permis- 
sion to continue to practice without taking the oath.*® 

In both cases the provision in question was held to be unconstitu- 
tional as a bill of attainder. The Supreme Court recognized that a 
statute which merely prescribed qualifications for public office or for 
practicing a profession was constitutional,**® but held that the legisla- 


45 Cummings v. State of Missouri, 4 Wall. 277, 323, 18 L. ed. 356, 363 (1866). 

46 12 Stat. 502. 

4713 Stat. 424. 

48 Ex parte Garland, 4 Wall. 333, 18 L. ed. 366 (1866). 

49 E.g., see Heim v. McCall, 239 U. S. 175, 36 Sup. Ct. 78, 60 L. ed. 206 
(1915); Crane v. New York, 239 U. S. 195, 36 Sup. Ct. 85, 60 L. ed. 218 
(1915) ; Hawker v. New York, 170 U. S. 189, 18 Sup. Ct. 573, 42 L. ed. 1002 
(1898) ; Dent v. State of West Virginia, 129 U. S. 114, 9 Sup. Ct. 231, 32 L. ed. 
623 (1889); Ex parte Wall, 107 U. S. 265, 2 Sup. Ct. 569, 27 L. ed. 552 
(1883) ; Ex parte Curtis, 106 U. S. 371, 1 Sup. Ct. 381, 27 L. ed. 232 (1882) ; 
and United Federal Workers of America v. Mitchell, 56 F, Supp. 621 (D. C. 
Dist. Col, 1944), 
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ture could not, in the guise of prescribing a qualification for office, 
in effect impose a punishment for an offense which was not punishable 
when it was committed; that the statutes involved did, in prohibiting 
persons within their scope from holding public office or practicing a 
profession, in effect punish them for conduct not so punishable when 
committed; and were, therefore, unconstitutional bills of attainder. 

Under the circumstances involved in the Cummings and Garland 
cases, disqualification from public office was a form of punishment, 
for “in the pursuit of happiness all avocations, all honors, all po- 
sitions, are alike open to everyone, and that in the protection of these 
rights all are equal before the law. Any deprivation or suspension 
of any of these rights for past conduct is punishment, and can be in 
no otherwise defined.” °° 

It is evident that the actual purpose and effect of Section 304 was 
not to prescribe qualifications for public office but to punish the plain- 
tiffs because of their alleged “subversive” views by disqualifying them 
from holding public office. The rider, therefore, was unconstitu- 
tional as a bill of pains and penalties. It would seem that even an 
appropriation bill which only concerns a single fiscal year may not 
validly declare that a specified individual is to be treated in a hostile 
manner without the bill becoming a bill of pains and penalties. Al- 
though Judge Whitaker’s opinion is not clear on this point, the “fu- 
ture aspect” of the bill does not seem to be required to buttress this 
conclusion. Since the rider was unconstitutional as a bill of pains 
and penalties, no other questions were discussed or decided by Judge 
Whitaker. 

The final concurring opinion by Judge Madden held that Section 

304 was unconstitutional on all three grounds advanced by the plain- 
tiffs, viz., that Section 304 was a bill of pains and penalties, that it 
violated the due process clause of the Fifth Amendment, and that it 
was a trespass by Congress upon the executive function of removal 
of executive officers. Judge Madden’s conclusions that Section 304 
was a bill of pains and penalties are substantially similar to those con- 
tained in Judge Whitaker’s opinion and therefore do not require fur- 
ther discussion. 

The Fifth Amendment, unlike the Fourteenth Amendment which 


50 Supra note 45 at 321. Similar statements were made in Ex parte Garland, 
supra note 48 at 377, 381. Principle reaffirmed in Pierce v. Carskadon, 16 Wall. 
234, 21 L. ed. 276 (1872). Cf. Butcher v. Maybury, 8 F. (2d) 155 (W. D. 
Wash., 1925); French v. State Senate, 80 P. 1031, 69 L. R. A. 556 (1905). 
Contra, Gray v. McLendon, 134 Ga. 224, 253, 67 S. E. 859, 872 (1910). 

51 The Fifth Amendment provides, in part, that “No person shall be . . . 
deprived of life, liberty or property, without due process of law; . . ,” 
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applies only to state governmental actions, does not expressly assure 
equal protection of federal laws. But the due process clause of the 
Fifth Amendment has always been interpreted as guaranteeing that 
no particular person should be singled out for legislative action. In 
restating this principle Judge Madden said, “due process of law 
which is required by the Fifth Amendment would not be satisfied by 
the arbitrary selection by the legislative of certain named individuals 
to be the sole victims of penal laws.” The Supreme Court has thus 
unmistakably ruled. In Hurtado v. California, where the arbitrary 
action of a state was in question, it said: “But it is not to be sup- 
posed that these legislative powers are absolute and despotic, and that 
the amendment prescribing due process of law is too vague and in- 
definite to operate as a practical restraint. It is not every act, legis- 
lative in form, that is law. Law is something more than mere will 
exerted as an act of power. It must be not a special rule for a par- 
ticular person or a particular case. . . .” *? Lower federal courts 
have reiterated that such arbitrary legislation is so contrary to our 
traditions as to be subject to the condemnation of the Fifth Amend- 
ment. In United States v. Ballard, the Court said: “Nothing is more 
repugnant to the American mind than that . . . among fellow citi- 
zens there should be one law for one individual and a different law 
for another. . . . ‘Due process of law’ has been defined many times 
as meaning the law of the land, and the law of the land implies a 
general public law, equally binding on every member of the commu- 
nity. . . . Purely arbitrary orders directed against individuals or 
classes are not the law of the land.” ** State courts in applying state 
constitutional provisions guaranteeing due process of law which, like 
the Fifth Amendment, did not contain an “equal protection of the 
laws” clause, have also stricken down discriminatory and special legis- 
lation.** Judge Madden summed up the philosophy of these decisions 
as follows: “. . . a statute which selects persons for punitive action 
on a completely personal basis, with no attempt to treat similarly 
other persons similarly situated, is so foreign to our concepts of law 


52 Hurtado v. Calif, 110 U. S. 516, 535, 4 Sup. Ct. 111, 121, 28 L. ed. 232, 238 
(1884). 


53 United States v. Ballard, 12 F. Supp. 321, 325-326 (W. D. Ky. 1935). 
Also see Wallace v. Currin, 95 F. (2d) 856, 867 (C. C. A. 4th, 1938), aff'd 306 
U. S. 1, 59 Sup. Ct. 379, 83 L. ed. 441 (1939). 


54 E.g. see Metropolitan Trust Co. v. Jones, 384 Ill. 248, 51 N. E. (2d) 256 
(1943); Sheldon v. Hoyne, 261 Ill. 222, 103 N. E. 1021 (1913); Charles J. 
Off & Co. v. Morehead, 235 Ill. 40, 85 N. E. 264 (1908) ; State ex rel. Hamby 
v. Cummings, 166 Tenn. 460, 63 S. W. (2d) 515 (1933). Cf. State ex rel. 
Tolerton vy. Gordon, 236 Mo. 142, 139 S. W. 403, 407 (1911). 
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that it is difficult to think of it as law at all, though it bears the stamp 
of legislative enactment.” * 

The procedure employed by the special subcommittee of the Com- 
mittee on Appropriations in convicting the plaintiffs probably also 
violated the due process clause of the Fifth Amendment, but since 
the procedural question is subsumed in the substantive question just 
discussed, Judge Madden did not refer to it. However, it may be 
of interest to survey it briefly. Granting that the Kerr Committee 
was not actuated by any improper motives and that it accorded the 
plaintiffs the customary legislative courtesy and privileges, yet it 
may be questioned whether such customary legislative procedure as 
was followed by the special subcommittee was sufficient, when re- 
sulting in penal action,** to comply with procedural due process. 
Dean Pound has succinctly stated the case against such procedure: 


. . . Examining the actual operation of legislative justice in 
the several cases named, it may be said without hesitation that in 
action it exhibits all the bad features of justice without law. 

In the first place, legislative justice is unequal, uncertain, and 
capricious. Bills of attainder, even in modern times, were too 
often merely legislative lynchings, and bills of pains and pen- 
alties, of which there were many examples during and imme- 
diately after the Revolution, were enacted capriciously, were pro- 
cured on grounds of ill will in relatively trivial cases as well as 


in the grave cases involving danger to the commonwealth for 
which they were supposed to be reserved, and became deservedly 
odious. . 


55 See, MacMahon, Congressional Oversight of Administration: The Power 
of the Purse (1943) 58 Por. Sct. Quar. 172-173. 

“The emerging issue of constitutionality is a double one. The ideal of legis- 
lation is generality; toward that ideal constitutional practice has struggled for 
centuries. Provisions aimed at particular individuals work an injury worse than 
the risk of personal injustice. The tendencies they set in train handicap the 
realization of the noble dichotomy between an area of interest, aggitation, com- 
promise, and finally broad statements of prime policy—the distinctive concerns 
of legislative bodies—and the area of application, both administrative and ad- 
judicative. It is a poor though understandable defense of trespassing legisla- 
tures to say that the methods of administrative recruiting are often haphazard 
or partial. To be effective, the application of policy must be relieved from dis- 
torting pressures and at the same time be flexible. 

“From the standpoint of both flexibility and integrity, is it not possible that 
protective corollaries will be drawn from the still nearly latent concept of con- 
stitutionally vested ‘executive power’ as a field of administrative responsibility 
which ‘legislative power’ cannot evade? Legislative supremacy in determining 
major policy does not require that the dicta of Kendall v. U. S. shall burgeon 
without limit. But the accommodation of legislative and executive relations to 
administration is not a matter in the main to be imposed and enforced by 
judicial decisions. Like the essence of constitutional government itself, such ac- 
commodation grows from mutual awareness and self-restraint.” 

56 It should be noted that the plaintiffs did not complain of the procedure fol- 
lowed. See note 6, supra. 

57 See note 50, supra. 
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Again, legislative justice in its relatively short history in this 
country and in the relatively small number of cases in which it 
was exercised showed the influence of personal solicitation, lobby- 
ing and even corruption far beyond anything which even the most 
bitter opponent of our judicial system has charged against the 
courts in the course of a long history and after disposition of a 
huge volume of litigation. 

Thirdly, legislative justice has always proved highly suscep- 
tible to the influence of passion and prejudice. . . . This feature 
of legislative justice was one of the chief causes of the odium 
which attached to acts of attainder and bills of pains and pen- 
alties at the end of the eighteenth century... . 

Closely related to the foregoing characteristic of legislative 
justice is a fourth, namely, the preponderances of purely partisan 
or political motives as grounds of decision. . 

Finally, legislative justice has been disfigured very generally 
by the practice of participation in the argument and decision by 
many who had not heard all the evidence and participation in 
the decision by many who had not heard all the arguments. . . . 

. . In sum, legislative justice is uncertain, crude at its best 
and capricious at its worst, cumbersome and expensive, with no 
corresponding advantages. Hence from the Twelve Tables to 
modern constitutions, men have agreed in prohibiting it. The 
provisions of modern constitutions in this respect represent more 
than the influence of eighteenth-century theory. They represent 


a universal experience of the ills involved in legislative justice.** 


The use of evidence of which the plaintiffs were never apprised, 
the refusal to allow the plaintiffs to be represented by counsel, the 
“judgment” rendered by many members of Congress based on incom- 
plete information, and other judicial “irregularities” are merely in- 
stances of the ills to be expected in any form of legislative justice. 

It is apparent that the purpose of Section 304 was to starve the 
incumbents out of office,°® and thereby to operate as an actual re- 
moval.®® The only other possible construction of Section 304 is that 
the plaintiffs could continue in office but would not be paid for their 
work. This construction imputes to Congress an intention to re- 
pudiate a legal obligation to pay plaintiffs’ salaries, for the mere with- 
holding of an appropriation without removing plaintiffs from their 
offices or abolishing the offices would not affect plaintiffs’ legally en- 


58 Pound, Justice According to Law (1914) 14 Cor. L. Rev. 1, 7-11. 
5® State ex rel. Tolerton v. Gordon, supra note 54. 


60 The procedure employed by Congress may be more fully understood when 
viewed in the light of 7 CANNON’s PRECEDENTS (1935) pp. 666-667. “It is not in 
order to offer on a general appropriation bill under guise of limitation an 
amendment providing affirmative direction to an executive.” For other discus- 
sions of the power of removal, see (1936) 21 Corn. L. Q. 215, (1935) 20 Sr. 
— L. Rev. 229, (1936) 30 Int. L. Rev. 1037, and (1933) 2 Geo. Wasn. L. 
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forceable right to their salaries.°‘ This construction would also 
amount to a partial repeal of the statutory prohibition against accept- 
ing voluntary service for the Government,®* and it is highly improba- 
ble that Congress intended this. In view of the legislative history 
of Section 304, its real purpose was obviously removal from office. 

Under the separation of powers doctrine,** Congress does not have 
this power of removal. No reference to a power to remove from 
office is to be found in the Constitution except the provision for re- 
moval by impeachment.** It is nevertheless settled, especially by the 
Myers case,® that in the absence of constitutional or statutory limi- 
tation the power to remove is an incident of the power to appoint. 
With reference to the power of appointment the Constitution provides 
that the President “‘shall nominate, and by and with the Advice and 
Consent of the Senate, shall appoint Ambassadors, other public Min- 
isters and Consuls, Judges of the Supreme Court, and all other Offi- 
cers of the United States, whose Appointments are not herein other- 
wise provided for, and which shall be established by Law; but the 
Congress may by Law vest the Appointment of such inferior Officers, 
as they think proper, in the President alone, in the Courts of Law, 
or in the Heads of Departments.” ** 

Under this clause it has been decided, by the Myers case," that 
Congress has no power to limit the discretion of the President in re- 


movals of officers from positions classified as “purely executive.” The 
Myers case originated as a suit in the Court of Claims for the salary 
of a first-class postmaster for the period subsequent to his removal 
from office by the Postmaster General, with the approval of the 


1 United States v. Langston, 118 U. S. 389, 6 Sup. Ct. 1185, 30 L. ed. 164 
(1886). Also see cases cited by Chief Justice Whaley i in his opinion. 

62 34 Stat. 48 (1906); 31 U. S.C. § 665. 

63 As was noted in (1942) 51 Yate L. J. 1358, note 45; see Mugler v. Kan- 
sas, 123 U. S. 623, 8 Sup. Ct. 273, 31 L. ed. 205 (1887); Green, Separation of 
Governmental Powers, in 4 SELEcrED Essays ON CONSTITUTIONAL LAw (1938) 
p. 202; Larson, Has the President an Inherent Power of Removal of His Non- 
Executive Appointees? (1940) 16 Tenn. L. Rev. 259; Lowenstein, A Study 
in Comparative Constitutional Law (1938) 5 U. or Cur. L. Rev. 566, 577; 
1 Madison, ANNALS oF CoNnGreEss (1789) p. 581: “If there is a principle in 
our Constitution, indeed in any free Constitution, more sacred than another, it 
is that which separates the Legislative, Executive and Judicial Powers. If there 
is any point in which the separation of the Legislative and Executive powers 
ought to be maintained with great caution, it is that which relates to officers 
and offices.” 

64 Unitep States Constitution, Art. II, § 4. 

65 Myers v. United States, 272 U. S. 52, 47 Sup. Ct. 21, 71 L. ed. 160 (1926). 

66 CONSTITUTION OF THE Unitep States, Art. II, § 2. Thus it has been 
stated, as dictum, that Congress has no appointing power beyond the selection of 
its own officers, and though it may create an office, it may not designate the 
person to fill it. United States v. Ferreira, 13 How. 40, 14 L. ed. 42 (1851); 
3 Willoughby, ConstiruTIoNAL LAw oF THE UNITED States (2d. ed.) § 991. 

67 Myers v. United States, supra note 65. 
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President. This postmaster held office under a statute which pro- 
vided that such postmasters should hold office for four years, unless 
sooner removed or suspended according to law, and that they could 
be removed by the President “by and with the advice and consent of 
the Senate.” The removal of Myers was not referred to the Senate. 
The Supreme Court held that the power to remove executive officers 
is vested by the Constitution in the Executive alone and that the pro- 
vision in the statute involved requiring the consent of the Senate to 
such removal was an unconstitutional invasion of the Executive’s 
province. It was pointed out by the Court that since the Executive 
had the constitutional responsibility for executing the laws and since 
the execution of such laws must necessarily be carried out through 
subordinates for whose performance the Executive was responsible, 
control over such subordinates must be vested in the Executive. 
Control involves the power of removal and therefore removal from 
office of such subordinates was essentially executive in nature. The 
constitutional prerogatives of Congress with respect to the appoint- 
ment and removal of executive officers were said by the Court to be 
limited to the confirming by the Senate of Presidential nominations 
requiring such confirmation, and to the “vesting” of the appointing 
power with respect to inferior officers in the President, the courts, or 
the heads of departments. When Congress vests in the executive 
branch alone the power of appointing inferior officers, at most it may, 
by general provision, only limit and regulate removal of such officers 
by the executive branch, as distinguished from itself exercising or 
participating in the exercise of the removal power.** 

There is nothing in Humphrey's Executor (Rathbun) v. United 
States *® to question the principle of the Myers case that the power 
of removal over positions classified as “purely executive” belongs to 
the Executive and is beyond the reach of Congress. In the Humph- 
rey’s case the Supreme Court held that Congress could constitu- 


8 Cf. Corwin, THE Presipent’s RemMovaL Power UNDER THE CONSTITU- 
TION, National Municipal League, New York (1927), which criticises the deci- 
sion in the Myers case. Professor Corwin points out that the majority opinion 
rested. upon an interpretation of an early debate in Congress as to the removal 
of a “superior officer,” whereas the Myers case involved the removal of an 

“inferior officer.” Also see Corwin, Tenure of Office and the Removal Power 
Under the Constitution (1927) 27 ‘Cot. L. Rev. 353. The historical errors in 
the majority opinion were exposed by Justice Brandeis in his vigorous dissent. 
Yet, other writers believe that Congress has no power to remove the incumbent 
of an executive office. E.g., see Hart, TENURE oF OFFICE UNDER THE CONSTI- 
TuTION (1930), p. 177; Hart, The Bearing of Myers v. United States Upon 
the Independence of Federal Administrative Tribunals (1929) 23 Am. Por, Sct. 
Rev. 657, 665; Donovan and Irvine, The President’s Power to Remove Mem- 
bers of Administrative Agencies (1936) 21 Corn. L. Q. 215, 228. 


69 295 U. S. 602, 55 Sup. Ct. 869, 79 L. ed. 1611 (1936). 
6 
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tionally restrict the President’s power of removal *° of a member of 
the Federal Trade Commission by limiting the causes for removal to 
inefficiency, neglect of duty, or malfeasance in office. The basis of 
that decision, and impliedly also the factors upon which the Myers 
case was distinguished, was that the Federal Trade Commission could 
not be characterized as “an arm or an eye of the executive” for it 
acts in part quasi-legislatively and in part quasi-judicially. It would 
be the height of logical legerdemain to conclude or infer that because 
the President has no arbitrary power to remove appointees of a cer- 
tain class, Congress has such power of removal. 


Conclusion 


Under the present system of providing lump sum appropriations, 
any hostile action with respect to a person specified by name who is 
employed in any executive capacity would be unconstitutional as a 
bill of pains and penalties, as an infringement of the executive power 
of removal, and as a denial of due process of law. But whether this 
conclusion would follow if the method of appropriating funds for the 
executive branch of the Government were to be changed is debatable. 
There is no doubt that after the adoption of the Constitution and the 
formation of the Federal Government, Congress could have made spe- 
cific appropriations for every person in the employ of the executive 
branch. In many instances persons to be paid were so specifically 
named." Because the number of persons employed was insignificant, 
this manner of appropriating specifically was feasible.’* But in spite 
of the impracticality today of specific appropriations, if Congress were 
determined to eliminate a specific individual from Government service 
it could resort to such appropriations. No opinion is expressed on 
the constitutionality of such a subterfuge. 

The passage of Section 304 was not the unexpected result of a 
mere clash of partisan politics, but was only one aspect of a larger 
pattern of general discriminatory legislation.** The future develop- 

7 Apparently, Congress may also restrict removals by a head of a depart- 
ment in whom the power of appointment has been vested. United States v. 
Perkins, 116 U. S. 483, 6 Sup. Ct. 449, 29 L. ed. 700 (1885). 

71 4n Act making appropriations for the support of Government for the year 
1790. 1 Stat. 104, 105 (1790). 


72 When the Federal Government moved to Washington it employed approx- 
coe 130 employees. Beck and Thorpe, NEITHER Purse Nor Sworp (1936) 


p. 166. 

78 (1942) 51 Yate L. J. 1358. As noted, other types of special legislation 
introduced included a bill ordering Harry Bridges deported, H. R. 9766, 76th 
Cong., 3rd Sess. (1940), and “a measure requifing registration of the Communist 
Party and named Bund groups as foreign agents,” H. R. 6269, 77th Cong., Ist 
Sess. (1941). Also see 87 Conc. Rec. 5110 (1941) [55 Stat. 396 (1941), 15 
U. S. C. Supp. IV §§ 721-728(1a)] for a prohibition against the use “of any 
appropriations contained . . . in this act . . . to pay the compensation of 
David Lasser.” 
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ment of the discriminatory use of the appropriation power by Con- 
gress will, of course, run hand in hand with the philosophy of gov- 
ernment then current in Congress or imposed on it by an aggressive 
minority. If the purposes of Section 304 are ultimately accomplished 
without regard to proper judicial procedure,”* it may well be con- 
sidered as merely a forerunner of further repressive legislation in the 
field of personal liberties. LAURENCE E. SEIBEL. 






FEDERAL INCOME TAXATION IN THE INSULAR POSSESSIONS 


To most Americans, accustomed to regard the federal income-tax 
laws as the most comprehensive and unsparing of any laws which 
may exist, it is a source of distinct surprise to learn that there are 
localities under the full sovereignty and control of the United States 
toward which the hands of the tax collector reach but lightly, if at all. 
Such places there are, however; tropical paradises for the most part, 
having an aggregate population of over 11,000,00 inhabitants, more 
than 1,000,000 of whom are full-fledged citizens of the United States. 
Generically these areas are termed the “possessions of the United 
States,” and include Puerto Rico, the Philippine Islands, and other 
islands in the Caribbean Sea and the Pacific Ocean, as well as the 
Canal Zone. They are also known as the “insular possessions,” al- 
though it would appear that the Canal Zone is peninsular rather than 
insular in its nature. 

The immediate explanation of the unusual income-tax status of 
these areas is, of course, to be found in the Internal Revenue Code, 
which defines the expression, “United States,” when used in a geo- 
graphical sense, as including only the States, the Territories of Hawaii 
and Alaska, and the District of Columbia. Because of obvious limi- 
tations, revenue statutes are enforceable only when the taxing au- 
thority has jurisdiction over the taxpayer, his property, or his in- 
come.? Accordingly, citizens and residents of the United States are 
subject to federal taxation upon income from whatever source de- 
rived, except upon income which is exempted from taxation by 
statute.* Nonresident alien individuals and foreign corporations, 
however, constitute special classes of taxpayers,‘ subject to federal 
taxation only upon income derived from sources within the United 


74 For a general procedure and program to be followed in executive inves- 
tigations of federal employees, see Cushman, The Purge of Federal Employees 
Accused of Disloyalty (1943) 3 Pustic Apmin. Rev. 297. 

1Int. Rev. Code, § 3797(a) (9). 

2 See 8 Mertens, Law or FeperaL INCOME TaAxaTION § 45.03 (1942). 

3 See Reg. 111, §§ 29.11-2, 29.22(a)-1, and 29.22(a)-2. 

4 Int. Rev. Code, §§ 4(d) and 4(e). 
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States. But the Code also provides for two other special classes of 
taxpayers whose income-tax liabilities are similarly limited.* One 
of these classes consists of citizens of any possession of the United 
States who are not otherwise citizens of the United States and are 
not residents of the United States,’ an exception being made in the 
case of the inhabitants of the Virgin Islands;* the other of these 
classes consists of citizens of the United States and domestic cor- 
porations deriving a large portion of their income (subject to certain 
statutory requirements) from sources within the possessions of the 
United States.* Such, in brief, is an outline of the present federal 
income-tax laws applicable to the possessions of the United States. 
For an understanding of these laws, however, either as to the reasons 
for their existence or as a basis for their intelligent application, a 
study of the historical background which underlies them, a back- 
ground which extends into an era long prior to the adoption of the 
Sixteenth Amendment, will be helpful. 


Constitutional Powers of Acquisition 


When the Constitution was drafted, the outstanding problem con- 
fronting the Founding Fathers was that of preserving the existence 
of the Nation, and not that of providing for its territorial enlarge- 
ment. The only clause in that document which even suggests this 
subject is the one which provides that the Congress shall have power 
to dispose of and make all needful rules and regulations respecting 
the territory and other property belonging to the United States.’° 
It is said that Gouverneur Morris, who claimed to have written this 
clause, declared that it was intended to confer power to govern acqui- 
sitions of territory as provinces, and to allow them no voice in the 
counsels of the nation, adding that this was not expressed more 
pointedly in order to avert opposition. This explanation is plausible, 
if not authentic. The framers of the Constitution would surely have 
been reluctant to expose the government which they were creating 
to the dangerous results, both at home and abroad, of a premature 
expression of imperialistic intent. 

The first territorial acquisition after the adoption of the Constitu- 
tion was the Louisiana Purchase in 1803. At the time of the treaty 
of purchase President Jefferson wrote: “I suppose they [Congress] 


6 Int. Rev. Code, §§ 4(f) and 4(g). 

7 Int. Rev. Code, § 252(a), infra p. 363. 

8 Int. Rev. Code, § 252(b), infra note 71. 

® Int. Rev. Code, § 251, infra note 49. 

10 Unitep States Constirution, Art. IV, § 3, cl. 2. 


5 Int. Rev. Code, Hy 211 and 231. 
§ 
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must then appeal to the nation for an additional article to the Con- 
stitution, approving and empowering an act which the nation had 
not previously authorized. The Constitution has made no pro- 
vision for our holding foreign territory, still less for incorporating 
foreign nations into our Union. The executive in seizing the fugi- 
tive occurrence which so much advances the good of their country, 
have done an act beyond the Constitution.” ** Although such an 
amendment was prepared, when the treaty came before Congress it 
was deemed that the basis for the acquisition and government of this 
territory existed in the constitutional powers to make treaties and to 
make rules and regulations respecting the territory belonging to the 
United States. These views were subsequently confirmed by the Su- 
preme Court,’* which has also recognized the acquisition of territory 
by other methods approved by international law (such as discovery, 
occupation, and annexation),’* but which has denied that mere occu- 
pation of enemy territory by the armed forces made such territory a 
part of the United States.’* 

Throughout the nineteenth century the United States continued to 
expand, but the acquisitions, excepting Alaska, were contiguous to 
what had previously been the United States, and, including Alaska, 
were either sparsely inhabited or inhabited by peoples whose previous 
laws and customs made them readily assimilable by the United States. 
In 1898, however, two events occurred which brought within the 
sovereignty of the United States remote lands, whose products had 
heretofore been restrained from domestic competition by the walls of 
the tariff, and whose inhabitants, accustomed to different legal and 
economic systems, were regarded as a competitive threat to American 
labor. These events were the annexation of Hawaii and the Spanish- 
American War. 

Hawaii, annexed on August 12, 1898, was quickly and unosten- 
tatiously assimilated, for less than two years later the Hawaiian Or- 
ganic Act,!® whose terms conferred American citizenship upon all the 
citizens of the Republic of Hawaii on the date of its annexation, and 
expressly extended the provisions of the Constitution and the federal 
laws to this Territory, was approved. 


114 WRITINGS OF THOMAS JEFFERSON (Washington ed. 1853) p. 500. 
12 Sere v. Pitot, 6 Cranch 382 (U. S. 1810). 


18 Jones v. United States, 137 U. S. 202, 11 Sup. Ct. 80, 34 L. ed. 691 (1890), 
and cases therein cited. 

14 Fleming v. Page, 9 How. 603 (U. S. 1850). But cf. United States v. Rice, 
4 Wheat. 246 (U. S. 1819). 


15 31 Stat. 141 (1900). 
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The Treaty of Paris and the Foraker Act 


The Treaty of Paris,’* which ended the war with Spain, was signed 
on December 10, 1898, and ratifications were exchanged on April 11, 
1899. This treaty provided, inter alia, that Spain should relinquish 
her sovereignty over Cuba and should cede Puerto Rico, the Philip- 
pine Islands, Guam, and certain other islands to the United States. 
The treaty also provided that Spanish subjects, natives of the Penin- 
sula, residing in the territory over which Spain by the terms thereof 
had relinquished or ceded her sovereignty, might remain in such terri- 
tory, and, should they remain, they might preserve their allegiance 
to the Crown of Spain by making a declaration of their decision to 
preserve such allegiance before a court of record within a year from 
the date of the exchange of ratifications of the treaty; in default of 
such a declaration they were held to have renounced their allegiance 
to the Spanish Crown and to have adopted the nationality of the terri- 
tory in which they resided. With respect to the natives of the islands 
ceded to the United States, the treaty provided that their civil rights 
and political status should be determined by Congress. 

The Temporary Organic Act of Puerto Rico (the Foraker Act), 
approved April 12, 1900, provided that the statutory laws of the 
United States, not locally inapplicable and not therein otherwise pro- 
vided, should have the same force and effect in Puerto Rico as in the 
United States, except the internal-revenue laws, and further provided 
that merchandise imported into Puerto Rico from the United States 
or from the United States into Puerto Rico should pay a duty equal 
to 15 percent of the duties payable under the then-existing tariff act. 
The duties and taxes collected under the Act in Puerto Rico (less 
the cost of collection), as well as the gross amount of all collections 
of duties and taxes in the United States upon merchandise coming 
from Puerto Rico, were not to be covered into the general fund of 
the Treasury, but were to be held as a separate fund and placed at 
the disposal of the President to be used for the government and benefit 
of Puerto Rico. 

Customs duties continued to be levied upon merchandise imported 
into the United States from Puerto Rico (as well as from the other 
islands acquired from Spain), but with the effective date of the 
Foraker Act duties under this Act were collected upon goods passing 
between the United States and Puerto Rico, in lieu of the general 
customs duties. These situations raised two important constitutional 
questions: (1) Whether the general import duties may be validly 


16 30 Stat. 1754 (1898). 
17 31 Stat. 77 (1900). 





EDITORIAL NOTES 357 


imposed upon merchandise brought from territory belonging to the 
United States; and (2) whether a special duty may be validly im- 
posed upon merchandise shipped between two areas, both of which 
are under the sovereignty of the United States. Were the Constitu- 
tion in effect in Puerto Rico and its sister islands, a negative answer 
would necessarily be accorded both these questions; hence, they were 
but the outward and immediate aspects of the broad, fundamental 
question, succinctly and dramatically expressed by the press of the 
day, “Does the Constitution follow the Flag?” ** The tariff questions 
were decided by the Supreme Court on May 27, 1901, in a series of 
cases known as the “Insular Tariff Cases,” or simply as the “Insular 
Cases,” the most important of which were De Lima v. Bidwell *® and 
Downes v. Bidwell. *° 


The Insular Cases 


In De Lima v. Bidwell the Court, by a five-to-four decision, held 
that, with the exchange of ratifications of the Treaty of Paris, Puerto 
Rico ceased to be a foreign country, and that the general tariff laws 
were inapplicable to imports from the Island. But in Downes v. Bid- 
well the Court, by another five-to-four decision, held that Congress 
might impose a tariff upon imports into the United States from Puerto 
Rico and imports into Puerto Rico from the United States. These 
two decisions are difficult, if not impossible, to harmonize, and a brief 
explanation is necessary of the circumstances which caused the Su- 
preme Court, in the same afternoon and by the same vote, to render 
two decisions so utterly at variance in principle. Mr. Justice Brown 
prepared the original opinion in both cases. In De Lima v. Bidwell 
he was joined by Mr. Chief Justice Fuller, Mr. Justice Harlan, Mr. 
Justice Brewer, and Mr. Justice Peckham. A dissenting opinion was 
submitted by Mr. Justice McKenna, with whom were joined Mr. 
Justice White and Mr. Justice Shiraz. Mr. Justice Gray delivered 
a separate dissent. In Downes v. Bidwell, Mr. Justice Brown was 
joined in his opinion by no one. Mr. Justice White, joined by Mr. 
Justice McKenna and Mr. Justice Shiraz, delivered an opinion con- 
curring in the result, but differing sharply as to the reasons therefor. 
Mr. Justice Gray presented a separate opinion, concurring in the re- 
sult for reasons differing from those of any of the others. A dis- 
senting opinion was submitted by Mr. Chief Justice Fuller, in which 
he was joined by the three remaining justices, although Mr. Justice 
Harlan also prepared a separate dissent. As noted by the reporter, 


18 Cushman, Leapinc ConstiTuTIONAL Decisions (7th ed. 1941) p. 349. 
19 182 U. S. 1, 21 Sup. Ct. 743, 45 L. ed. 1041 (1901). 
20 182 U. S. 244, 21 Sup. Ct. 770, 45 L. ed. 1088 (1901). 
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there was no opinion upon which a majority of the Court agreed. 
It was later remarked by Mr. Justice Peckham that the only thing 
decided by Downes v. Bidwell was that some oranges were subject 
to the special duty under the Foraker Act.”* 

The one thread of homogeneous thought which appears to run 
through the various opinions which contributed to the result in 
Downes v. Bidwell is that the Constitution is in full force and effect 
only in territory which has been “incorporated” into the United 
States. As to whether it is in partial force or is not in force in “un- 
incorporated” territory, these opinions did not agree; neither did any 
of them define “incorporation” nor explain how it came about, except 
for the suggestion that the Constitution might be legislated into terri- 
tory other than that which forms the states. The dissenting group, 
however, answered the question, “Does the Constitution follow the 
Flag?” with a resounding affirmative, denouncing the doctrine of 
incorporation in no uncertain manner. Mr. Chief Justice Fuller said, 
“Great stress is thrown upon the word ‘incorporation’ as if possessed 
of some occult meaning,” ?* while Mr. Justice Harlan observed, “I 
am constrained to say that this idea of ‘incorporation’ . . . is en- 
veloped in some mystery which I am not able to unravel.” ** 


The Doctrine of Incorporation 


In several cases decided within the next four years, however, the 
Court developed the doctrine of incorporation to a more understanda- 
ble basis. Briefly stated, it is that the constitutional guarantees are not 
all of the same force and inviolability, some being fundamental, while 
others are merely formal or procedural. Guarantees of the former type 
are necessarily coextensive with the sovereignty of the United States, 
but those of the latter type apply of right only in territory which has 
been incorporated into the United States.** Trial by jury, as provided 
by the Sixth and Seventh Amendments, was considered by the Court 
to be merely formal or procedural; hence, these cases, all of which 
turned on the right of the individual to a trial before a constitutional 
jury, were decided on the basis of whether or not the Court consid- 
ered the jurisdiction in which they arose as having been incorporated 
into the United States. Thus it was held that the Philippines are not 
incorporated into the United States,?° but that Hawaii ** and Alaska *” 

21195 U. S. at 154, 24 Sup. Ct. at 815, 49 L. ed. at 135, infra note 25. 

22 182 U. S. at 373, 21 Sup. Ct. at 820, 45 L. ed. at 1139, supra note 20. 


23 182 U. S. at 391, 21 Sup. Ct. at 827, 45 L. ed. at 1146, supra note 20. 
24 Cushman, op. cit. supra note 18. 


25 Dorr v. United States, 195 U. S. 138, 24 Sup. Ct. 808, 49 L. ed. 128 (1904). 
26 Hawaii v. Mankichi, 190 U. S. 197, 23 Sup. Ct. 787, 47 L. ed. 1016 (1903). 
owe v. United States, 197 U.S. 516, 25 Sup. Ct. 514, 49 L. ed. 562 
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are so incorporated. That the District of Columbia meets the tests of 
incorporation has been decided in a number of instances.”* 

But, although the Court held in the foregoing cases that the con- 
stitutional right of trial by jury was merely formal or procedural, it 
had already held that the constitutional right of uniformity of taxa- 
tion was thus unessential when, in Downes v. Bidwell, it pronounced 
the doom of the cargo of oranges. 

It is obvious that the states are incorporated into the United States. 
But the only other areas thus incorporated are the Territories of 
Alaska and Hawaii, and the District of Columbia. The reasons for 
the limitation of the Internal Revenue Code to the states, the Terri- 
tories of Alaska and Hawaii, and the District of Columbia, and for 
its definition of the expression “United States” in these terms, are 
therefore apparent.?® Within the “United States,” as thus defined, 
it would seem that Congress must, under the Constitution,® apply 
the internal-revenue laws uniformly, although there is some authority 
to the effect that the territorial power enables Congress to impose 
taxes even in incorporated territories without regard to uniformity. 
In the unincorporated areas of the United States, Congress is free to 
apply these laws in any manner it may see fit, or not to apply them 
at all. The result, of course, is dictated by considerations of policy. 

In enunciating the doctrine of incorporation, there is no doubt that 
the justices whose varying opinions formulated the result in Downes 
v. Bidwell were honestly endeavoring to meet the serious economic 
and social problems growing out of the acquisition by this country of 
its island empire. The tariff aspect of these problems, although the 
one immediately involved, was not their most important feature, as 
must have been known by the Court no less than by Congress. 

The peoples of Asia had for years been debarred from the shores 
of the United States by rigid exclusion laws. As long as the Pacific 
Ocean separated America from the countries of the Far East, these 
laws could be efficiently, if not perfectly, enforced. However, but 
three years prior to its decisions in the Insular Cases and only one 
month before the outbreak of the Spanish-American War, the Court, 


28 Loughborough v. Blake, 5 Wheat. 317 (U. S. 1820); Callan v. Wilson, 
127 U. S. 540, 8 Sup. Ct. 1301, 32 L. ed. 223 (1888) ; Capital Traction Co. v. 
Hof, 174 U. S. 1, 19 Sup. Ct. 580, 43 L. ed. 873 (1899). See also Downes v. 
Bidwell, supra note 20, 182 U. S. at 260, 21 Sup. Ct. at 776, 45 L. ed. at 1096; 
16 Stat. 419, 426, § 34 (1871). 


a Report of the Joint Committee on Internal Revenue Taxation (1936), page 


30 Unitep States Constitution, Art. I, § 8, cl. 1. 


"7 — Tax Uniformity and the Incorporated Territories (1938) 26 Geo. 
. J. 343. 
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by a divided vote, had held in United States v. Wong Kim Ark ** 
that a Chinese, born in the United States of parents ineligible for 
American citizenship, was, by the terms of the Fourteenth Amend- 
ment, a citizen of the United States. The Philippine Islands directly 
off the coast of China, their inhabitants themselves Asiatics, now 
offered an easy means of entry upon United States soil for teeming 
hordes of Orientals, against whom no exclusion laws could have pre- 
vailed. The offspring of such Orientals, bona fide American citizens 
under the Wong Kim Ark decision, would then have free access to 
any part of the United States. All this could be avoided, however, 
by withholding the provisions of the Constitution from the Philip- 
pines. 

By this view, Puerto Rico, on the other side of the world, was the 
culture-medium for the incubation of a doctrine which, under the rule 
of uniformity, would necessarily be applied to the Philippine Islands. 
This rule brought all the other insular possessions within the scope 
of the doctrine with the exception of Hawaii, an independent sov- 
ereignty which had been annexed on its own initiative. All the cases 
which involved the doctrine of incorporation, except the Insular Cases 
themselves, have turned upon the question of trial by jury, a com- 
paratively unimportant matter. But the real issue beneath this doc- 
trine is that of American citizenship. The doctrine created a new 
civic status within the Republic, a status by which one owing alle- 
giance to the United States might be a national, but not a citizen, 
thereof.** The status applies only to the natives of the insular pos- 
sessions, for, as these possessions are not incorporated in the United 
States, the Fourteenth Amendment does not apply in such a manner 
as to cause birth therein to result in American citizenship. And, if 
these natives do not enjoy the privileges of federal citizenship, it is 
but fair that they should be relieved of the burdens of federal taxation. 
This has been the manifest determination of Congress. 


Citizenship Status of the Natives 


The Foraker Act ** provided that all inhabitants of Puerto Rico 
who continued to reside therein, who were Spanish subjects on April 
11, 1899, and then resided in Puerto Rico, together with their chil- 
dren born subsequent thereto, should be deemed and held to be citi- 
zens of Puerto Rico and as such entitled to the protection of the 
United States (except such as should have elected to preserve their 
allegiance to the Crown of Spain), and they, together with such citi- 

32 169 U. S. 649, 18 Sup. Ct. 456, 42 L. ed. . ans 


33 West, AMERICAN GOVERNMENT (1945), p. 
34 Supra note 17, 
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zens of the United States as might reside in Puerto Rico, should con- 
stitute a body politic under the name of The People of Puerto Rico. 
This Act did not confer United States citizenship upon the native 
inhabitants of Puerto Rico, but merely denominated them as citizens 
of Puerto Rico. But the Organic Act of Puerto Rico (the Jones 
Act),°> approved March 2, 1917, provided that all citizens of 
Puerto Rico, as defined by the Foraker Act, and all natives of 
Puerto Rico who were temporarily absent from the Island on 
April 11, 1899, who had since returned, who were permanently 
residing on the Island, and who were not citizens of any for- 
eign country, were thereby declared, and deemed and held to be, 
citizens of the United States. This provision was not mandatory, 
however, and any citizen of Puerto Rico, wishing to preserve his 
status as such without acquiring United States citizenship, was per- 
mitted to do so, and for this purpose it was only necessary for him 
to make a suitable declaration under oath before the district court of 
the United States for the district in which he resided, within six 
months of the effective date of the Act. Another provision of the 
Act made it possible for a person born in Puerto Rico of an alien 
parent, and permanently residing on the Island, to make a declaration 
of allegiance before the District Court of the United States for Puerto 
Rico within six months of the effective date of the Act, if of full age, 
or within one year after reaching his majority if a minor, and imme- 
diately thereupon to become a citizen of the United States. 
Shortly after the passage of the Jones Act, another case bearing 
upon the constitutional right of trial by jury brought before the Su- 
preme Court the question of whether the Jones Act, by granting fed- 
eral citizenship to the natives of Puerto Rico, had incorporated the 
Island within the United States. In Balzac v. Puerto Rico,** the 
Court held that the bestowal of American citizenship upon the in- 
habitants of unincorporated territory did not, of itself, result in the 
incorporation of such territory within the United States. This was 
the first public announcement by the Court that United States citizen- 
ship, like uniformity of taxation and trial by jury, should be classified 
among the nonessential provisions of the Constitution, although, as 
has been seen, it was doubtless this very question of citizenship which 
impelled the decision in the Downes case. It would seem that the 
Court might have grounded the Balzac decision upon a foundation 
more happily chosen, for, while it is true that the Jones Act conferred 
American citizenship upon most of the citizens of Puerto Rico and 


35 39 Stat. 951 (1917). 
36 258 U. S. 298, 42 Sup. Ct. 343, 66 L. ed. 627 (1922). 
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thereby, in the absence of contravening circumstances, upon their 
descendants, the Act merely provided collective naturalization with 
respect to those in being, and the acquisition of citizenship by the 
descendants of citizens, as such, is also a form of naturalization.** 
Unlike birth in the incorporated United States, birth in Puerto Rico 
did not of itself vest the native with United States citizenship. The 
Jones Act, perhaps inadvertently, had established upon the Island the 
rule of citizenship by blood or parentage (jus sanguinis), quite dif- 
ferent from the constitutional rule of citizenship by birth (jus soli). 
The Act of March 4, 1927,°* and the Act of June 27, 1934,°* strength- 
ened and expanded the Jones Act, but did not change its fundamental 
basis in the jus sanguinis. By the terms of the Nationality Code,*° 
effective January 12, 1941, birth in Puerto Rico confers American 
citizenship in the same manner as birth in any portion of the incor- 
porated United States, thus for the first time apparently establishing 
the jus soli upon the Island. No court decision can be found, how- 
ever, determining whether this view is correct, and, if correct, whether 
the law has resulted in the incorporation of Puerto Rico within the 
United States. 


The Act of February 25, 1927, ** provided collective naturalization 
for the natives of the Virgin Islands in much the same manner as this 
had been provided for the natives of Puerto Rico by the Jones Act. 
The Nationality Code provides American citizenship by birth in the 
Virgin Islands. Accordingly, for the purposes of federal citizenship, 
the status of both Puerto Rico and the Virgin Islands appears now 
to be identical with that of the incorporated United States. 

The status of the Philippine Islands is materially different from 
that of either Puerto Rico or the Virgin Islands. The law providing 
a permanent government for the Philippines ** also provided for their 
eventual independence, and these islands will become a sovereign 
nation on July 4, 1946, in the absence of an earlier proclamation to 
that effect by the President of the United States.** No provision has 
ever been made for the collective naturalization of Filipinos as citizens 
of the United States. Being members neither of the white race nor 
of the black race, they are generally ineligible for naturalization by 
court order, although individuals may thus qualify by honorable serv- 
ice in the United States army, navy, marine corps, or coast guard. 


87 United States v. Wong Kim Ark, supra note 32. 
38 44 Stat. 1418 =). 
39 48 Stat. 1245 (1934). 
40 54 Stat. 1137 pon df 8 U.S. C. § 801 et seq. 
. 1234 (19 
. 545 Acti 
43 58 Stat. 625 (1944), 48 U. S. C. Supp. IV, § 1240 (1944). 
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The present status of most of the citizens of the Philippine Common- 
wealth is that of nationals, but not citizens, of the United States, and 
this is true of the natives of the remaining insular possessions. 

Consideration may now be given the federal income-tax laws ap- 
plicable to the possessions of the United States in the light of the 
foregoing explanation of collateral but pertinent matters. 


Income-tax Status of the Natives 


The first income-tax law enacted under the Sixteenth Amendment 
was contained in the Revenue Act of 1913, and the provisions of that 
Act, as well as those of the Revenue Act of 1916, extended to Puerto 
Rico and the Philippine Islands, but the taxes collected thereunder 
accrued to the respective governments of these islands. The Revenue 
Act of 1917 provided that its income-tax title provisions should not 
extend to Puerto Rico or the Philippines, and that the legislatures 
thereof might alter, amend, modify, or repeal the income-tax laws 
(those of the 1916 Act) applicable to these possessions. The power 
thus afforded them was exercised by both these legislatures in 1919,** 
but, until this was done, the Revenue Act of 1916 was the income-tax 
law of Puerto Rico and of the Philippine Islands. 


In these early acts, the expression “United States’ was defined as 
including any territory, the District of Columbia, Puerto Rico and the 


Philippine Islands, when such construction was necessary to carry 
out the provisions of the Act. The present definition of that expres- 
sion was first used generally in the Revenue Act of 1918, although it 
earlier appeared in the War Excess-Profits Tax title of the Revenue 
Act of 1917. 


Section 260 of the Revenue Act of 1918 introduced the provisions 
which now constitute section 252(a) of the Internal Revenue Code: 
“Any individual who is a citizen of any possession of the United 
States (but not otherwise a citizen of the United States) and who is 
not a resident of the United States, shall be subject to taxation under 
this chapter only as to income derived from sources within the United 
States, and in such case the tax shall be computed and paid in the 
same manner and subject to the same conditions as in the case of 
other persons who are taxable only as to income derived from such 
sources.” The effect of this provision is a division, for federal income- 
tax purposes, as between the natives of the insular possessions and 


44 Although the Puerto Rican legislature adopted a law in 1917 (Act 59, 9th 
Assembly, Ist Sess., approved Dec. 4, 1917) which slightly increased some of 
the rates under the Revenue Act of 1916, as applicable to the Island, the first 
complete income-tax law adopted by that legislature was Act 80, 9th Assembly, 
2nd Sess., app’d June 26, 1919. The first income-tax law adopted by the Philip- 
pine legislature was Act 2833, approved Mar. 7, 1919. 
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the United States citizens resident therein. The former were now 
taxed as nonresident aliens—that is, subject to federal taxation only 
upon income derived from sources within the United States—while 
the latter, who had hitherto been subject to the same tax as the na- 
tives and had paid it in the same manner, were subjected to the sharp 
increase in rates of the 1918 Act and of subsequent acts. Beginning 
with the Revenue Act of 1918, the federal revenue acts extended 
directly to such United States citizens and domestic corporations,*® 
who were not only required to meet the increased rates, but were also 
required to pay their taxes directly to the Federal government, as 
well as to the insular governments. They were, of course, allowed 
credit against their federal income taxes for such taxes paid to the 
insular governments, but, as the federal rates were much higher, this 
relief was not substantial. The American citizens and corporations 
resident in the insular possessions, thus subjected to the high federal 
rates, were forced to compete with the natives and with aliens who 
had come to these possessions from other lands, who were taxed at 
lower rates, if at all. This obviously constituted a severe hardship 
for these American residents. 

It may be observed in passing that there is a peculiar ambiguity in 
the wording of this section. The phrase, “a citizen of any possession 
of the United States (but not otherwise a citizen of the United 
States),” aptly described the natives of the insular possessions of that 
day, with the exception of those of Puerto Rico. But even when this 
statute was first enacted, most citizens of Puerto Rico were “other- 
wise” citizens of the United States by virtue of the Jones Act which 
had been adopted the previous year. In its enforcement native Puerto 
Ricans have always been given the benefit of this section, despite the 
ambiguity of its language. The reason for this procedure is by no 
means clear, and this matter will be discussed more fully later.** 


Income-tax Status of American Residents 


When the Revenue Act of 1921 was in preparation, a new section 
was proposed which created a special class of taxpayers designated 
as “foreign traders” and “foreign trade corporations,” composed of 
American citizens and domestic corporations engaged in foreign 
trade; this class was to be exempted from taxation upon all income 
derived from sources outside the United States'in any case wherein 
the United States income was less than 20 per cent of the total in- 
come.*? This proposal was subjected to the tempering of legislative 

45 Lawrence v. Wardell, 273 Fed. 405 (C. C. A. 9th, 1921). 


48 Infra p. 373. 
47 See H. Repr. 350, 67th Cong. 2d Sess., p. 28 (1921). 
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scrutiny, in the course of which its application was so restricted as 
to include only such citizens and corporations that were engaged in 
trade or business within the possessions of the United States. Al- 
though it was suggested that this provision be made retroactive to 
1918, so as to eradicate the hardships wrought by section 260 of the 
Revenue Act of 1918, when it finally emerged as section 262 of the 
Revenue Act of 1921, it was retroactive only to January 1, 1921. 
Years later Congress gave some further consideration to the matter 
and afforded the affected taxpayers certain relief from the penalties 
and interest arising from failure to file returns for those intervening 
years (1918 through 1920) which accrued prior to July 1, 1939.*% 

Section 262 of the 1921 Act, virtually identical with section 251 of 
the Internal Revenue Code,**® provided, in substance, that, in the case 
of a citizen of the United States or a domestic corporation, gross in- 
come °° means only gross income from sources within the United 
States, if at least 80 percent of the gross income of such a citizen 


48 Revenue Act of 1938, § 813. 

49 The more important provisions of § 251, Int. Rev. Code, as amended by 
the Revenue Act of 1945 and prior Acts, read as follows: 

“Sec. 251. Income From Sources WitTHIN PossEssion Or UNITED STaTEs. 

“(a) General Rule—In the case of citizens of the United States or domestic 
corporations, satisfying the following conditions, gross income means only gross 
income from sources within the United States— 

“(1) If 80 per centum or more of the gross income of such citizen or domes- 
tic corporation (computed without the benefit of this section) for the three- 
year period immediately preceding the close of the taxable year (or for such 
part of such period immediately preceding the close of such taxable year as 
may be applicable) was derived from sources within a possession of the United 
States; and 

“(2) If, in the case of such corporation 50 per centum or more of its gross 
income (computed without the benefit of this section) for such period or such 
part thereof was derived from the active conduct of a trade or business within 
a possession of the United States; or 

“(3) If, in the case of such citizen, 50 per centum or more of his gross in- 
come (computed without the benefit of this section) for such period or such 
part thereof was derived from the active conduct of a trade or business within 
a possession of the United States either on his own account or as an employee 
or agent of another. 

“(b) Amounts Received in United States—Notwithstanding the provisions 
of subsection (a) there shall be included in gross income all amounts received 
by such citizens or corporations within the United States, whether derived from 
sources within or without the United States. 


“(d) Definition—As used in this section the term ‘possession of the United 
States’ does not include the Virgin Islands of the United States. 


“(f) Credits Against Net Income—A citizen of the United States entitled 


: ib benefits of this section shall be allowed only one exemption under section 


50 The expression “gross income” when used in the Int. Rev. Code without 
further qualification means gross receipts less returns of capital and other items 
excluded therefrom by statutory provision. (See Int. Rev. Code § 22, and Reg. 
111, § 29.22(a)-1.) 
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or corporation (computed without the benefit of this section), for the 
three-year period immediately preceding the close of the taxable year 
(or for such part of such period immediately preceding the close of 
such taxable year as may be applicable), was derived from sources 
within a possession of the United States, and provided that at least 
50 percent of his gross income (computed without the benefit of 
this section) for such period or for such part thereof was derived 
from the active conduct of a trade or business within a possession of 
the United States, either on his own account or as an employee or 
agent of another; but despite the foregoing provisions there shall be 
included in gross income all amounts received by such a citizen or 
corporation within the United States, whether derived from sources 
within or without the United States. 

Under this statute the salary or other compensation paid by the 
United States to the members of its civil, military or naval personnel 
for services rendered within a possession of the United States is con- 
sidered as income derived from the active conduct of a trade or busi- 
ness within such a possession. An individual citizen claiming these 
benefits is required to file, together with his income-tax return, a 
properly executed schedule ** on which are shown the sources of his 
income; if he has no gross income (after the application of this sec- 
tion), however, he is not required to file either return or schedule.*? 

The statute is manifestly complicated and ambiguous, and, in deter- 
mining its proper construction, some litigation has been necessary. 

In Haussermann v. Commissioner ** the petitioner was the head of 
a gold-mining corporation in the Philippines and the owner of most of 
its stock. His salary was comparatively small, his income consisting 
mostly of dividends from the corporate stock. As dividend income is 
considered as investment income, and not as income derived from the 
active conduct of a trade or business, the Commissioner of Internal 
Revenue refused to allow the exclusion under section 251 because less 
than 50 percent of the taxpayer’s gross income was derived from the 
active conduct of a trade or business within a possession of the United 
States, although more than 80 percent of his gross income was de- 
rived from sources within such a possession. The petitioner con- 
tended that the statute did not contemplate that the 50 percent re- 
quirement of paragraph 251(a) (3) must be met if the 80 percent 
requirement of either paragraph 251(a) (1) or paragraph 251(a) (2) 


51 Form 1040E. 
52 Reg. 111, § 29.251-1. 


53 23 B. T. A. 378 (1931), aff'd, Haussermann v. Burnet, 61 App. D. C. 347, 
ous 124 (1933), cert. den., 289 U. S. 729, 53 Sup. Ct. 526, 77 L. ed. 1477 
( 4 
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is met, but in the resulting action it was held that the 80 percent re- 
quirement and the 50 percent requirement are coordinate, and that 
each must be met if the taxpayer is to qualify under section 251. 
The phrase “for the three-year period immediately preceding the 
close of the taxable year (or for such part of such period immediately 
preceding the close of such taxable year as may be applicable)” has 
also presented difficulties, the problem being whether the words 
“immediately preceding the close of such taxable year” refer to the 
word “part” or to the word “period.” By the former interpretation 
of the Bureau of Internal Revenue, these words modified the word 
“part,” so that the applicable period, under any circumstances, was 
extended to the close of the taxable year for which the benefits were 
claimed and the computations made accordingly.** In Schley v. 
Commissioner,”® the petitioner had held an important official position 
in the Canal Zone for several years, had returned to the United States 
in June 1936, and had claimed the benefits of section 251 for that 
year, making the percentage computations on the basis of his income 
from January 1, 1934, to the date of his departure from the Canal 
Zone, June 25, 1936. The Commissioner made a recomputation and 
included the income received by the taxpayer through December 31, 
1936, to determine whether these requirements were met. As none 
of the income thus included was derived from sources within a pos- 
session of the United States, the ratio of income from sources within 
such a possession to total income was reduced below the required 
80 percent, and the petitioner was thus subjected to federal taxation 
upon his salary earned in the Canal Zone during 1936. He brought 
the matter before the Board of Tax Appeals (now the Tax Court of 
the United States). The Board, speaking through Judge Mellott, 
said in part, “. . . the phrase ‘as may be applicable’ refers to the 
portion of the ‘three-year period’ preceding the close of the taxable 
year during which income was derived from sources within a posses- 
sion of the United States. It follows that any period immediately 
preceding the close of the taxable year during which no income was 
derived from sources within a possession of the United States is not 
a part of the applicable period, and income received during such a 
period should not be included in determining whether or not the 
80 percent requirement has been met.”” This decision was acquiesced 
in by the Commissioner, and the definition of the “applicable period,” 
as therein contained, may be considered as authoritative for all pur- 


54]. T. 1973, III-1 Cum. Bull. 376. In Schley v. Commissioner (infra note 
55) the Board of Tax Appeals held that this administrative ruling should be 
construed in the light of its decision in that case. 

55 42 B. T. A. 434 (1940). 


7 
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poses. In order that this definition may be clearly understood, how- 
ever, it is first necessary to understand the significance of the word 
“derived” as used therein. 


Although “derived” may mean either “accrued” or “received,” de- 
pending upon the circumstances of its use, careful consideration dis- 
closes that, as used in this definition, it can only mean “accrued.” 
The word “period” indicates a continuous length of time, and the 
phrase, “the period during which income is derived,” signifies “the 
period during which income is accrued.” Any other concept would 
lead to hopeless confusion. If the phrase were interpreted as “the 
period during which income is received,” the period might be arbi- 
trarily prolonged or curtailed at the will of the payor of the income, 
influenced in some cases, perhaps, by the wishes of the recipient. 
Furthermore, income may accrue continuously, but is received only 
at certain points of time; such points could not, of themselves, con- 
stitute a period or periods. Logically, therefore, the applicable period 
begins when income from sources within a possession of the United 
States first starts to accrue to the taxpayer, and terminates when 
such income ceases to accrue to him, subject to the three-year limi- 
ation, and this is true whether the taxpayer is on the cash or the 
accrual basis. 


But, if the taxpayer is on the cash basis, gross income includes 


only income actually or constructively received, while, if he is on the 
accrual basis, gross income arises at the time it accrues, irrespective 
of the time of its receipt. The preamble of section 251(a) states: 
“In the case of citizens of the United States or domestic corporations, 
satisfying the following conditions, gross income means only gross 
income from sources within the United States.” As the conditions 
referred to (those contained in paragraphs 251(a) (1), 251(a) (2), 
and 251 (a) (3)) are, by their own limitations, confined to the ap- 
plicable period, it follows that the general limitation of gross income 
to gross income from sources within the United States, as contained 
in the preamble of section 251(a), applies only to gross income re- 
ceived or accrued (according to the basis used by the taxpayer) dur- 
ing the applicable period. 

Accordingly, for income to be excludable under section 251(a), 
the following tests must be met, if the taxpayer is on the cash basis: 
(1) The taxpayer’s gross income for the applicable period, computed 
without the benefit of section 251, must meet the two percentage re- 
quirements of section 251(a); (2) the income to be excluded must 
have been derived from sources outside the United States; (3) the 
income to be excluded must have been received outside the United 
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States; and (4) the income to be excluded must have been received 
during the applicable period. If the taxpayer is on the accrual basis, 
the same tests must be met with the exception of (4), in lieu of which 
the test is that the income to be excluded must have accrued during 
he applicable period. 


Army and Navy Personnel 


A noteworthy characteristic of the insular possessions is that they 
are always drawn more prominently to public attention during pe- 
riods of war. This is quite natural, as many of them are zones of 
military and naval activity and such places accordingly reflect the 
attention which the armed forces themselves receive in times of war. 
This characteristic was emphasized in the recent war in its applica- 
tion to the Philippine Islands, for these islands constituted an im- 
portant theater of the war and, for a considerable period, were sub- 
jected to enemy occupation. While they were thus occupied, many 
American citizens, both civilians and members of the armed forces, 
were interned therein. 

It has been seen that the compensation paid by the United States 
to the members of its military and navy personnel for services ren- 
dered in a possession of the United States is considered as income 
derived from the active conduct of a trade or business within such 
a possession, and that any recipient thereof, if otherwise qualified for 
the benefits of section 251, may exclude the amount of this compen- 
sation from gross income.®*® The pay of a member of the armed 
forces below the rank of commissioned officer, received for active 
service in these forces for taxable years subsequent to 1940 and be- 
fore the termination of the war as proclaimed by the President, how- 
ever, is excludable as such from gross income. But only so much of 
the compensation of a commissioned officer (or commissioned war- 
rant officer) as does not exceed $1,500, received by such officer in any 
taxable year subsequent to 1942 is thus excludable.** The amount 
thus excluded forms no part of gross income for any purpose of sec- 
tion 251, and this amount may not, of course, again be excluded by 
the operation of section 251 or of any other section of the Code. 
However, no designated portion of an officer’s pay is subject to this 
military exclusion, but, in effect, a ratable portion of each dollar of 
his pay is excluded from gross income and the balance included 
therein. In order to determine the amount of his pay includable in 
gross income before the application of section 251, it is therefore 
necessary to prorate the military exclusion over his pay for the ap- 


56 Supra p. 366. 
57 Int. Rev. Code, § 22(b) (13). 
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plicable period and to apply to the amount not thus excluded the 
computations for the purposes of section 251.°* 


Prisoners of War 


Two important questions have arisen with respect to individuals 
who were interned in the Philippine Islands by the enemy: (1) Does 
remuneration for the period of such internment constitute income de- 
rived from the active conduct of a trade or business within a posses- 
sion of the United States; and (2) if such remuneration is received 
by the individual in the United States, do the limitations of section 
251(b) apply so as to render it subject to federal taxation. Inasmuch 
as internment by the enemy of an individual employed in either a civil 
or military capacity was a necessary incident of his employment, com- 
pensation paid such an individual for the period during which he was 
interned in the Philippine Islands has been held to constitute income 
derived from the active conduct of a trade or business within a posses- 
sion of the United States. Whether the limitations of section 251(b) 
result in subjecting such income to taxation if it is actually received in 
the United States, depends upon the application of the doctrine of 
constructive receipt.°° Section 251(b) is inapplicable to amounts 
constructively received outside the United States, even though such 
amounts are in fact paid to the taxpayer in the United States. 
Civilian as well as military and naval employees of the United States 
who were interned by the enemy were compensated under the terms 
of the Missing Persons Act.® This Act, which provides unquali- 
fiedly for the crediting to the account of the individual the amounts 
of his compensation as they accrue (so that such amounts are dedi- 
cated to the use of the individual and may be brought within his con- 
trol and disposition without any substantial limitation), offers an ex- 
cellent example of constructive payment, and hence of constructive 
receipt. Whether an employee of a private firm, thus interned and 
later paid in the United States or after the close of his applicable 
period, was in constructive receipt of the amounts of this payment 
during the applicable period depends upon the arrangements made 
by the employing firm during the time of his internment. If this 
compensation was not constructively received, the taxpayer may ob- 
tain a measure of relief under section 107(d) of the Code, if the 
amount of such compensation attributable to prior years exceeds 
15 percent of his gross income for the year of receipt.’ In this event, 


58 Navy Department, Bureau of Supplies and Accounts, Federal Income Tax 
Information, §21, p. 12 (Dec. 29, 1945). 

59 Prentice-Hall, Feperat, Tax Service (1945) § 76,363, p. 76,313. See also 
Reg. 111, § 29.42-2. 

6054 Stat. 143 (1942), 5 U. S. C. Supp. IV, §§ 1001-1015 (1942). 

81 Supra note 59. 
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the rate of taxation will not exceed the rates to which this income 
would have been subject in the respective years to which it is attribu- 
table. 

Retired Pay 


Another problem arising under section 251 is the taxability of re- 
tired pay, both military and civilian, in cases where the retirement is 
based in part or in its entirety upon services performed within insular 
possessions. Retired pay, toward which the individual has made no 
contribution, is considered as additional compensation for past serv- 
ices rendered, when paid by the employer. If contributions have been 
made by the recipient, however, the retired pay is considered as a 
purchased annuity ** and is taxable as provided by section 22(b) (2) 
of the Code; that is, of the benefits paid, an amount equal to three 
percent of the total contributions is considered as income and the 
balance as a return of capital until tax-free recovery has been made 
of the total amount of the contributions, after which the benefit pay- 
ments are considered entirely as income. 


Members of the armed forces are subject to retirement after the 
completion of 30 years of active service in such forces, and may retire 
within a lesser period; they are, however, subject to recall for active 
duty in cases of emergency.** No contribution is made by the re- 
cipient for the purpose of securing this retired pay, and, by reason of 
his liability to recall for active duty, it is considered as derived from 
the active conduct of a trade or business. This retired pay is based 
upon the total time of active service, as adjusted for retirement pur- 
poses, and, as each time unit therein contained contributes equally to 
the result, it follows that, when the individual has no other income 
and 80 percent of the adjusted time of service represents time served 
in a possession of the United States, the individual qualifies under 
section 251(a), and, unless the payments are received in the United 
States, he may exclude from gross income that portion of his retired 
pay attributable to service outside the United States. If he has other 
income, the sources, amounts, and nature thereof must be considered 
together with these factors as applicable to his retired pay, and com- 
putations made accordingly to determine whether the required per- 
centage ratios have been met. 

In general, retired civilians do not fare as well. Employees of the 
Panama Canal and of the Panama Railroad Company on the Isthmus 
of Panama are eligible for retirement under the Panama Canal Re- 


62 G. C. M. 14593, XIV-1 Cum. Bull. 50. 
63 34 Stat. 1217 (1907), 10 U. S. C. § 947. 
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tirement Act, as amended, after performing the requisite years of 
service. Such an employee, however, is subject to wage-deductions 
for the purpose of this retirement. His retired pay is therefore con- 
sidered as a purchased annuity and taxed accordingly, without ref- 
erence to its source. Even payments under the Act of May 29, 1944,*° 
which provides pensions for those citizens of the United States who 
were employed by the Isthmian Canal Commission or the Panama 
Railroad Company on the Isthmus of Panama for three years or more 
during the construction of the Panama Canal, from May 4, 1904, to 
March 31, 1914, are fully subject to taxation.** Although no con- 
tributions were made by the recipients to secure this pension, it is not 
considered as derived from the active conduct of a trade or business. 
It is surely derived from sources within a possession of the United 
States, however, and, if a recipient could acquire an equal amount of 
income from the active conduct of a trade or business within such a 
possession, it would seem that his income should be eligible for the 
benefits of section 251. 


Community Income 


Some unusual situations may arise under this section when com- 
munity income is involved. Spouses domiciled in a state maintaining 
a community property law * or in the Philippine Islands ** may each, 


on separate income-tax returns, report half the community income, 
regardless of the portion thereof for which either was actually respon- 
sible. When income is reported on the community basis, it does not 
lose its character on the separate return of either spouse. Thus, if 
husband and wife are domiciled in a community property state, but 
the husband is employed in the Canal Zone, his compensation repre- 
sents income derived from sources within a possession of the United 
States, as well as income derived from the active conduct of a trade 
or business within such a possession, upon his wife’s return no less 
than upon his own, while if his wife derives community income from 
sources within the United States, this will reflect itself as such upon 
the husband’s separate return. Whether either spouse qualifies under 
section 251 depends upon whether the income, as thus separately re- 
ported, meets the required tests. In general, both spouses will qualify 


6446 Stat. 1471 (1931), 48 U. S. C. §§ 1371 et seq., as amended by 56 Stat. 
727 (1942), 48 U. S. C. Supp. IV, §§ 1371 et seg. (1942). 

65 58 Stat. 257 (1944), 48 U. S. C. Supp. IV, §§ 1373 et seg. (1944). 

667. T. 3701, 1944 Cum. Bull. 66. 

87 Mim. 3853, X-1 Cum. Bull. 139. 

68 Campbell v. Comm’r, 139 F. (2d) 865 (C. C. A. 4th, 1944). 

69 McLarry v. Comm’r, 30 F. (2d) 789 (C. C. A. 5th, 1929), rev’g 8 B. T. A, 
1257; Graham v. Comm’r, 95 F. (2d) 174 (C. C. A. 9th, 1938). 





EDITORIAL NOTES 373 


or neither spouse will qualify, if all the income received by them is 
community income. But surprising results may follow if either 
spouse has separate income. Thus, if the husband is earning com- 
munity income in a possession of the United States, but is receiving 
separate income from other sources, it is conceivable that he might 
be ineligible for the benefits of this section, although his wife, living 
in the United States, would qualify for them. The subject becomes 
truly complicated when additional factors, such as the military ex- 
clusion, are superimposed upon the community income problem under 
section 251. 


Native Puerto Ricans 


The question has already been posed as to why native Puerto 
Ricans are classified under section 262 of the Code.”° As citizens of 
the United States ever since the inception of that section, it would 
appear that those individuals could not correctly be designated as 
“citizens of a possession of the United States (but not otherwise 
citizens of the United States).” The only answer to this question is 
to be found in tradition. It is said that the real distinction here in- 
tended is between bona fide natives of an insular possession on the 
one hand, regardless of whether they had acquired United States citi- 
zenship, and what might be termed “citizens of the incorporated 
United States,” that is, those born or naturalized in the incorporated 
United States, on the other. No such explanation is to be found in 
any of the committee reports relative to the Revenue Act of 1918, 
yet this law has been enforced according to this interpretation ever 
since, although it would seem that Puerto Rican natives who are 
citizens of the United States but resident in Puerto Rico should be 
classified under section 251 rather than under section 252. There are 
a number of these, however, whose income is not derived from the 
active conduct of a trade or business within the Island, or for other 
reasons would not meet the percentage requirements of section 251. 
To attempt to classify such individuals under this section would re- 
sult only in subjecting their entire income to federal taxation. Were 
this accomplished by an administrative ruling after nearly 30 years 
of established procedure of a contrary nature, it would constitute in 
effect an exercise of the power of taxation which is reposed only in 
Congress. Accordingly, the Bureau of Internal Revenue has con- 
tinued this procedure and even, as a matter of fairness, extended it to 
include foreign-born residents of Puerto Rico who were naturalized 
by order of the District Court of the United States for Puerto Rico. 


70 Supra p. 364. 
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The Virgin Islands 


In the Virgin Islands a form of income taxation is provided which 
has not existed elsewhere for more than a quarter of a century. The 
applicable statute provides that the current federal income-tax laws 
are in full force and effect in the Virgin Islands, but that the taxes 
collected thereunder shall be covered into the treasuries of the Islands. 
Section 252(b) of the Internal Revenue Code ™ precludes the natives 
of these islands from the operation of section 252(a), while section 
251(d)** renders the balance of section 251 inapplicable with respect 
to these islands. The natives of the Virgin Islands are therefore in 
the same position as were the natives of Puerto Rico and the Philip- 
pine Islands prior to the enactment of the Revenue Act of 1917, ex- 
cept that the tax rates applicable to them are much greater than those 
which have ever been imposed upon the Puerto Ricans and the Fili- 
pinos by the Federal Government or by either of the local govern- 
ments. Citizens of the United States, as the expression “United 
States” is defined by the Code, may be required to file two income-tax 
returns, one with the Federal Government and the other with the 
Virgin Islands Government, and, if not resident in the Islands, may 
be taxed on this latter return as nonresident aliens, with the resulting 
loss of exemptions for wife and dependents and the possible impo- 
sition of higher tax-rates.** The Virgin Islands income-tax status of 


citizens of other possessions of the United States is similarly complex. 
Tax collections in the Virgin Islands are quite insignificant, and no 
justifiable reason can be suggested for the existence of this law and 
its resulting complications. 


Conclusions 


It is evident from this study that any constitutional question arising 
out of federal taxation in relation to the insular possessions is refera- 
ble to the doctrine of incorporation; that under this doctrine Congress 
is free to impose taxation with respect to these possessions in such 
manner as its policy may dictate; and that, in general, this policy 
has been one of extreme justice and liberality. It is also evident that 
the fundamental basis of the doctrine of incorporation lies in its ap- 


71 Int. Rev. Code, § 252(b) reads: “Nothing in this section shall be con- 
strued to alter or amend the provisions of the Act entitled ‘An Act making 
appropriations for the naval service for the fiscal year ending June 30, 1922, and 
for other purposes,’ approved July 12, 1921, c. 44, 42 Stat. 123 (U. S. C., Title 
48, § 1397), relating to the imposition of income taxes in the Virgin Islands of 
the United States.” 

72 Supra note 49. 
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plication to federal citizenship, and that its application to federal 
taxation is merely collateral. The rules of citizenship which have 
developed under this doctrine are strange and unprecedented. The 
related tax laws, although measures for the purpose of tax relief 
rather than of taxation, are among the most complex to be found in 
the Internal Revenue Code. 

With the liberation of the Philippine Islands, however, the sole 
apparent reason for these complications as to citizenship and taxation 
will be removed. The natives of Puerto Rico and the Virgin Islands 
have already attained a citizenship status which is indistinguishable 
from that of any other citizens of the United States. The native 
population of the remaining insular possessions is not large, and these 
natives could easily be assimilated as citizens. 

The complete elimination, as such, of the group described as “na- 
tionals, but not citizens, of the United States” would leave section 252 
of the Internal Revenue Code with no field upon which to operate, 
and its repeal would follow as a matter of course. Even though fed- 
eral citizenship were not conferred upon the natives of the outlying 
possessions, their number is too insignificant to justify special tax 
treatment. 

In such a transition, no special problem is presented by the Virgin 
Islands, in which the federal income-tax laws have been fully appli- 
cable for many years. By the elimination of the unnecessary pro- 
vision in the statute for the covering of the taxes into the treasuries 
of these islands, full uniformity of federal taxation would be achieved. 
As Congress is always required to make a deficiency appropriation 
for the Virgin Islands, the sole result of this change would amount 
to slightly increased federal appropriations offset by slightly increased 
federal revenue. In other words, all that is involved here is a matter 
of bookkeeping. 


But a real problem is presented in the case of Puerto Rico and the 
remaining insular possessions. To subject immediately the untaxed, 
or lightly taxed, natives and residents of these possessions to the full 
rigors of present-day federal taxation would be to invite economic 
and political disaster. To avoid this, section 251 of the Code, some- 
what changed in form, should be retained. In this changed form it 
should provide that all citizens and residents of the possessions of the 
United States to which it is applicable should be subject to taxation 
on a certain percentage of their income, this percentage gradually in- 
creasing over a period of years until their income is fully subject to 
taxation, as elsewhere in the United States. Another desirable pro- 
vision would be for the acceleration of this percentage of increase in 
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the event of a reduction in the federal tax-rates. By these means the 
federal income-tax status of the insular possessions would be eventu- 
ally brought into line without working any undue hardship, and the 
uniformity of taxation achieved which is required by the Constitution 
and which is desirable under any circumstances. 


Joun E. Brrpset. 
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ADMINISTRATIVE LAW—FEDERAL ALCOHOL ADMINISTRATION ACT 
—EXHAUSTION OF ADMINISTRATIVE REMEDIES.—Acting under au- 
thority of the Federal Alcohol Administration Act, 49 Stat. 977 
(1935), 27 U. S. C. §201 et seq., and the Treasury Department 
Regulations pursuant thereto, 26 C. F. R. Cum. Supp. §§ 182.245- 
182.257, the District Supervisor of the Alcohol Tax Unit cancelled 
petitioner’s permit to operate a wholesale liquor business and at the 
same time denied his application for an importer’s permit. Section 
4(h) of the Act gives to an aggrieved party the right to appeal to the 
Circuit Court of Appeals within sixty days “from any order of the 
Administrator denying an application for, or suspending, revoking or 
annulling a basic permit.” Treasury regulations, supra, § 182.255, 
authorize the District Commissioner to receive and consider applica- 
tions for rehearings. On petitioner’s appeal it was held, 147 F. (2d) 
547 (C. C. A. 10th, 1945), that since applicant had not filed a motion 
for reconsideration of the Supervisor’s order the administrative reme- 
dies had not been exhausted, and the court was therefore without 
power to entertain his petition for review. Held, that the Circuit 
Court of Appeals should have heard the appeal on its merits. The 
doctrine of exhaustion of administrative remedies did not require an 
application for reconsideration by the District Commissioner. Levers 
v. Anderson, 66 Sup. Ct. 72 (1945). 

Although there are earlier cases on the problem, see Berger, Ex- 
haustion of Administrative Remedies, (1939) 48 Yate L. J. 981, 
the now well-settled doctrine that administrative remedies must be 
exhausted before application can be successfully made to the courts 
is generally associated with Prentis v. Atlantic Coast Line, 211 U. S. 
210, 29 Sup. Ct. 67, 53 L. ed. 150 (1908). Its significance does not 
lie in any profound legal or ethical problems presented, but in the 
extremely practical matter of simple and orderly procedure. Al- 
though in essence relatively simple, its details have produced an as- 
tounding array of cases. On the narrow point presented for deter- 
mination by the instant case, when a rehearing is authorized but not 
made mandatory, is it a condition precedent to judicial review? The 
Supreme Court has held three ways. In 1916, in Vandalia v. P. S. 
Comm., 242 U. S. 255, 37 Sup. Ct. 93, 61 L. ed. 276 (1916), an 
Indiana statute declared that the Commission “shall have authority” 
to grant a rehearing. It was held that failure to pursue that remedy 
precluded resort to the courts. In 1923, in Prendergast v. N. Y. Tel. 
Co., 262 U. S. 43, 43 Sup. Ct. 466, 67 L. ed. 853 (1923), the Court 
held that where the statute did not in express terms require an appli- 
cation, it was not a condition precedent. A year later in United 
States y. Abilene & Southern Ry. Co., 265 U. S. 274, 44 Sup. Ct. 
565, 68 L. ed. 1016 (1924), it was held that whether a court should 
consider a case in the absence of an application for rehearing rested 
in its sound discretion. 


The absence of certainty may be extremely important, especially 
[ 377] 
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when there is a short statute of limitations such as in tax proceedings. 
See (1938) 51 Harv. L. R. 1251, 1254, and citations. The argu- 
ments which have compelled the adoption as a general proposition of 
the exhaustion doctrine, that is, that an administrative unit is better 
equipped with specialized knowledge and experience, and that the 
courts should not burden themselves when the administrative body 
has not been given an opportunity to correct its own errors, have been 
advanced in favor of requiring an application for a rehearing, thus 
carrying the doctrine to its logical conclusion. .See Berger, supra, at 
988. But when the motion is comparable to the ordinary motion in 
court, orderly procedure does not require that the time and energy 
of the litigants be thus dissipated, since the probability is great that 
no change will be made. Accordingly, the Prendergast holding, supra, 
has found favor with writers and courts. See Stason, Timing of 
Judicial Redress from Erroneous Administrative Action (1941) 25 
Minn. L. R. 570; but cf. Peoria Braumeister Co. v. Yellowley, 123 
F. (2d) 637, 640 (C. C. A. 7th, 1941). For a variation of the factual 
situation see Gilchrist v. Interborough Co., 279 U. S. 159, 49 Sup. Ct. 
282, 73 L. ed. 652 (1928); Red River Broadcasting Co. v. F.C. C., 
98 F. (2d) 282 (App. D. C., 1938). Several statutes, including the 
Federal Power Act, 49 Stat. 838 (1935), 16 U. S. C. § 792 et seq. 
and the Natural Gas Act, 52 Stat. 821 (1938), 15 U. S. C. §717 
et seq., state that a court action shall not be brought until a motion 
for rehearing has been denied. In cases arising under these acts it 
is indisputably proper to hold that the rehearing requirement is man- 
datory. See, for example, Northwestern Elec. Co. v. F. P. C., 125 F. 
(2d) 882 (C. C. A. 9th, 1942). 

In the instant case the government conceded that the Prendergast 
doctrine, supra, is correct as a general principle, but it contended that 
the statutes and regulations concerned should be read together and 
that reasonable grounds were present for finding an exception to the 
Prendergast rule. The Alcohol Administration Act, in common with 
a number of statutes including the Securities Act of 1933, 48 Stat. 74 
(1939), 15 U. S. C. § 77a et seq., the National Labor Relations Act, 
49 Stat. 449 (1935), 29 U. S. C. § 151 et seq., and the Securities Ex- 
change Act of 1934, 48 Stat. 881 (1934), 15 U. S. C. § 78a et seq., 
contains the language (§ 771), “No objection to the order of the Ad- 
ministrator shall be considered by the court unless such objection 
shall have been urged before the Commissioner or unless there was 
reasonable ground for failure to do so.” It has been held that this 
language requires an application for rehearing. Mallory Coal Com- 
pany v. Bituminous Coal Comm., 99 F. (2d) 399, 406 (App. D. C., 
1933). The procedure in the present case, under existing regulations, 
was for the affected party to obtain a hearing before the Hearing 
Officer, where he may introduce evidence, file a brief, and present 
oral argument. Regulations supra, §§ 182.250, 182.252. After pre- 
paring a summary of the evidence, findings of fact, and a conclusion, 
the Hearing Officer presents these with the original transcript of 
record to the District Supervisor, who approves or disapproves the 
findings or makes some alterations, and issues his orders. The liti- 
gant has neither seen the findings nor had an opportunity to except 
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to this point, and he has had no opportunity to present arguments 
orally to the District Supervisor. The regulations declare that then 
the District Supervisor “may hear the application on a date and at a 
place fixed by him” and that he “may” vacate the order. The regu- 
lation does not stipulate that the Supervisor must hear the application, 
but it has been so interpreted by the Alcohol Tax Unit, and the gov- 
ernment insisted that, being a reasonable interpretation, it should bind 
the Court. The suggestion is re-enforced by the provision that the 
existing permit would be continued in force and effect until the argu- 
ment is so heard, so that the status quo of the applicant is maintained 
during that period. The Court, in rejecting the government’s con- 
tentions, placed its emphasis on two factors: first, the permissive lan- 
guage of the regulation; and second, the fact that the judicial review 
was provided in the Act itself. 

Especially in view of the somewhat convincing arguments made 
by government counsel in support of the position of the Circuit Court, 
this holding has considerable importance in administrative law. It 
now seems clear that unless a rehearing is made mandatory by the 
statute as in the Federal Power Act, supra, and where the proceed- 
ing has reached a “definitive” stage, it is not necessary to resort to 
the “mere formalities which waste the time of litigants and tribunals, 
tend unnecessarily to prolong the administrative process, and delay 
or embarrass enforcement of orders which have all the characteristics 
of finality essential to appealable orders” before applying to the ju- 
diciary. However, the Court indicated a willingness to follow the 
Abilene theory in these words: “Whether the Circuit Court of Ap- 
peals was possessed of power to exercise a discretion to stay its re- 
view until an application was made to the Supervisor to grant a re- 
hearing is a question which was not decided and upon which we 
express no opinion.” To the extent that this declaration renders un- 
certain the procedural requirements it is objectionable. The impor- 
tant consideration is that litigants know whether they must apply for 
a rehearing. Except for the cloud cast upon the holding by the ref- 
erence to the Abilene theory, the instant case should help to clarify 
that requirement. G. M. McM. 


Courts—MANDATE—EFFECT OF MANDATE OF SUPREME COURT OF 
UNITED STATES DIRECTED TO SUPREME Court oF STATE.—A fraternal 
benefit association of Nebraska, W. O. W. Life Insurance Society, 
owns radio station WOW. The Society leased this station to Radio 
Station WOW, Inc., a Nebraska corporation formed to operate the 
station as lessee. Johnson, a member of the Society filed suit to have 
the lease of the station and assignment of license set aside for fraud. 
A judgment of the Supreme Court of Nebraska setting aside the lease 
and directing that the original position of the parties be restored as 
nearly as possible, 144 Neb. 406, 13 N. W. (2d) 556 (1944), rehear- 
ing denied, 144 Neb. 432, 14 N. W. (2d) 666 (1944), was reversed 
by the Supreme Court of the United States, whose mandate ordered 
withholding of execution of that portion of the state court’s decree 
requiring a retransfer of the physical properties until steps were taken 
by the Federal Communications Commission in dealing with new 
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applications for license in connection with the station, 65 Sup. Ct. 
1475 (1945). The Supreme Court of Nebraska thereafter considered 
the question of the judgment to be entered on the mandate. Held, 
that the mandate of the United States Supreme Court ordering the 
court of last resort of the state to withhold execution on a judgment 
entered on issues solely within the jurisdiction of the state courts will 
be treated as advisory and not mandatory. Johnson v. Radio Station 
WOW, Inc., 19 N. W. (2d) 853 (Neb. 1945). 

A mandate is the official mode of communicating the judgment of 
the appellate court to the lower court, Horton v. State, 63 Neb. 34, 
88 N. W. 146 (1901), and includes an injunction, Boon v. Mc- 
Gucken, 67 Hun. 251, 254, 22 N. Y. S. 424 (1893), as well as an 
execution on a judgment, Belfer v. Ludlow, 69 Misc. 486, 126 N. Y. 
S. 130, 132 (1910). 

The mandate of the Supreme Court to a federal court recites “re- 
manded for further proceedings in conformity with the opinion of 
this court.” Cherokee Nation v. Southern Kansas R. R. Co., 135 
U. S. 641, 10 Sup. Ct. 965, 34 L. ed. 295 (1890). The mandate from 
the Supreme Court must be the guide in executing the decree on 
which it is issued. Where the direction contained in it is precise and 
unambiguous, it is the duty of the lower court to carry it into execu- 
tion and not to look elsewhere for authority to change its meaning, 
West v. Brashear, 14 Pet. 51, 10 L. ed. 350 (1840). It has been 
held that nothing will excuse compliance, Magwire v. Tyler, 17 Wall. 
253, 21 L. ed. 576 (1872), but such mandate may be recalled, Can- 
non v. United States, 116 U. S. 55, 6 Sup. Ct. 278, 29 L. ed. 561 
(1885); or modified, Smyth v. Ames, 171 U. S. 361, 18 Sup. Ct. 
888, 43 L. ed. 197 (1898) ; and, where it is framed upon a mistaken 
supposition of facts, it will not be allowed to work an injustice, Mil- 
waukee & M. R. Co. v. Soulter 2 Wall. 510, 17 L. ed. 900 (1864). 
Where the lower federal court does not give full effect to the mandate, 
its action may be controlled by a writ of mandamus, Re Sanford Fork 
& Tool Co., 160 U. S. 247, 16 Sup. Ct. 291, 40 L. ed. 414 (1895). 

The conflict between the Supreme Court and state courts, based 
upon the theory of independent sovereignties, deriving power from 
different sources, has been long and bitter. The landmarks in the 
power of the Supreme Court to review final judgments of dernier 
state courts, Martin v. Hunter’s Lessee, 1 Wheat. 304, 4 L. ed. 907 
(1816), and Cohens v. Virginia, 6 Wheat. 264, 5 L. ed. 257 (1821), 
have been the subject of frequent direct attacks and “distinguished” 
cases. See Warren, Legislative and Judicial Attacks on the Supreme 
Court of the United States (1913) 47 Am. Law Rev. 1, 161. The 
result of this conflict has been to develop definite spheres of power 
of review through judicial decisions and legislative enactment. The 
narrowed scope of Supreme Court review over state courts is em- 
phasized by the distinction in the wording of the former’s mandate 
to the state courts, which reads, “remanded for further proceedings 
not inconsistent with the opinion of this court,” and is further empha- 
sized by the remedy when the contention is that the state court has 
failed or refused to follow the mandate of the Supreme Court. It is 
held that the remedy in such cases is by appeal and not by mandamus, 
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In Re Blake, 175 U. S. 114, 20 Sup. Ct. 42, 44 L. ed. 94 (1899), 
such decisions being in the nature of final judgments, Martin v. 
Hunter’s Lessee, supra. But as to the power of the Supreme Court 
to depart from the usual practice of remanding for “further proceed- 
ings not inconsistent” with its opinion and to remand with directions 
to enter a specified judgment, see Stanley v. Schwalby, 162 U. S. 255, 
279-283, 16 Sup. Ct. 754, 40 L. ed. 960 (1896), or to proceed to a 
final decision, Magwire v. Tyler, supra at 289. 

The summary character of the proceedings by mandamus renders 
it in appropriate in dealing with state tribunals, Jn Re Blake, supra, 
since mandamus will not lie to control or review the exercise of the 
court when the act complained of is within the exercise of judicial 
discretion, Ex parte Nebraska, 209 U. S. 436, 28 Sup. Ct. 581, 52 
L. ed. 876 (1908). The exercise of discretion may be compelled by 
mandamus, but it cannot compel such discretion to be exercised in 
any particular way, Jn Re Blake, supra, unless such discretion ex- 
ceeds the jurisdiction of the lower court, Ex parte United States, 242 
U. S. 27, 37 Sup. Ct. 72, 61 L. ed. 129 (1916). 

The distinction between the mandates issued by the Supreme Court 
to federal courts and to state courts is a practical one. In Kansas 
City So. Ry. Co. v. Guardian Trust Co., 281 U. S. 1, 50 Sup. Ct. 
194, 74 L. ed. 659 (1930), the Court reversed the decision of the 
Circuit Court of Appeals upon the ground that it was not affirmatively 
authorized by the Supreme Court mandate upon a former appeal, 
whereas in Todok v. Union State Bank, 281 U. S. 449, 50 Sup. Ct. 
363, 74 L. ed. 956 (1930), the Supreme Court reversed a decision 
of the Supreme Court of Nebraska which was based upon the errone- 
ous construction of a federal treaty. But when, in subsequent pro- 
ceedings in the same case after the mandate of the Supreme Court, 
the state court reached the same result upon non-federal grounds, the 
Supreme Court denied certiorari, 284 U. S. 655, 52 Sup. Ct. 33, 
76 L. ed. 555 (1931), since the subsequent proceedings of the state 
court were not affirmatively forbidden by the opinion of the Supreme 
Court. This element of discretion is noticeably lacking in mandates 
to federal courts requiring “conformity” to the opinions. 

An order remanding the cause to the state court reinvests that 
court with jurisdiction, Miss. Pac. Ry. Co. v. Fitzgerald, 160 U. S. 
556, 16 Sup. Ct. 389, 40 L. ed. 536 (1896). Stated more precisely, 
the state court resumes its jurisdiction since the appellate review 
merely holds the cause in abeyance while it is in the federal court and 
upon remand the state court is bound to resume jurisdiction, Birdseye 
v. Shaiffer, 37 Fed. 821 (C. C. W. D. Tex. 1888), writ of error dis- 
missed, 140 U. S. 672, 11 Sup. Ct. 1017, 35 L. ed. 403 (1891), being 
vested with such jurisdiction to make any order or enter any judg- 
ment and to interpret the decision and mandate of the Supreme Court, 
Harper v. Z2tna Bldg. & Loan Ass’n., 88 Okla. 128, 211 P. 1031 
(1923). The mandate is but the formal advice and order of the court 
whereby its judgment and opinion in any case is communicated to 
the lower court, and hence if there is a conflict in the opinion and in 
the mandate, the opinion is controlling, Sherrill v. Sovereign Camp, 
W. O. W., 184 Okla. 204, 86 P. (2d) 295, 296 (1939). It is within 
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the power and it is the duty of the court to construe its mandate in 
case there is any ambiguity therein, State v. Dist. Ct. for Bernalillo 
County, 28 N. M. 28, 205 P. 716 (1922). 

In the instant case, the Nebraska court ordered “all things neces- 
sary” be done to restore the prior status between lessor and lessee. 
Upon petition for rehearing, supra, the state court said: “the effect 
of our former opinion was to vacate the lease of the radio station and 
to order a return of the property to its former status, the question of 
the federal license being a question solely for the Federal Communi- 
cations Commission. Our former opinion should be so construed.” 
However, the state court, perhaps unfortunately, did not specifically 
insert such words into its mandate. The Supreme Court regarded 
the words “all things necessary” as manifesting an exercise of juris- 
diction by the state court “outside its bounds” in that it unnecessarily 
interfered with the powers of the Federal Communications Commis- 
sion in creating “restrictions upon a licensing system which Congress 
established,” and so founded its own jurisdiction to review the case. 

In the majority opinion, Mr. Justice Frankfurter said: “We have 
no doubt of the power of the Nebraska Court to adjudicate, and con- 
clusively, the claim of fraud . . . (and) to direct a reconveyance. 

. . And this, even though the property consists of licensed facili- 
ties and the Society chooses not to apply for retransfer of the radio 
license to it, or the Commission, upon such application, refuses the 
retransfer. The result may well be the termination of a broadcasting 
station.” 

Mr. Justice Jackson, in his dissent, submits that this plenary power 
alone is decisive of the case, stating: “Certainly no power has been 
conferred on the Federal Communications Commission to hear, try 
or determine the case of fraud between Nebraska stockholders and 
the officers of Nebraska corporations.” 

The Nebraska court in exercising its discretionary powers merely 
reaffirms the position originally taken, i.e., that its mandate is directed 
to, but only to, the parties and property over which the court has 
exclusive jurisdiction. Were the Nebraska court to do otherwise 
than it has done, it would pass to the federal courts, without objection, 
part of that exclusive jurisdiction which the Supreme Court concedes 
is part of the plenary power of the state judiciary. The state court 
has done no more than to interpret its own mandate, re-emphasizing 
its own view as to what the formal words “all things necessary” in 
the original mandate were to mean. It has but decided “upon its 
own jurisdiction, and upon the jurisdiction of all the inferior courts 
to which its appellate power extends.” Davis v. Packard, 8 Pet. 312, 
8 L. ed. 957 (1834). 

Since the dernier court of a state is not under all circumstances 
bound to render a servile obedience to the mandate, but rather to 
exercise a judicial discretion in the interpretation and execution of 
the mandate, The Sabine, 50 Fed. 215 (C. C. E. D. La. 1881), the 
decision of the Nebraska court in deciding to exercise that conceded 
discretion in the present case should not be held to be erroneous. 


L. E. M. 
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INTERSTATE COMMERCE ACT—CERTIFICATES OF PuBLIC CONVEN- 
IENCE AND NECESSITY—RAILROAD APPLICATIONS FOR TRUCK LINES 
TO Haut LEsS-THAN-CARLOAD FREIGHT BETWEEN RAILROAD Way- 
STATIONS.—A motor carrier controlled by the Pennsylvania Railroad 
Company applied for a certificate of public convenience and necessity 
for seven truck routes along the rail line. Trucks were to be used 
instead of “peddler” freight cars to carry less-than-carload shipments 
to way-stations because trucks afford cheaper and quicker service than 
peddler cars. Independent motor carriers did not serve the seven 
routes, but could extend their lines. The Interstate Commerce Com- 
mission granted the certificate but forbade trucking from one rail key- 
point, break-bulk station to another. However, the rail-controlled 
trucks were allowed to carry freight which did not move by rail be- 
fore or after being trucked. Held, that the Commission has the dis- 
cretion to weigh railroad needs against disadvantages to the inde- 
pendent truckers to find the balance of public convenience and neces- 
sity, and properly found that the truck service would improve an 
existing rail service. Douglas, Black, and Rutledge, J.J., dissented. 
Interstate Commerce Commission v. Parker, 65 Sup. Ct. 1490 (1945). 

Seaboard Airline Railway was granted a certificate to operate 
trucks along most of its rail line between Richmond, Va. and Jack- 
sonville, Fla. The Commission excluded evidence as to the economic 
effect on independent motor carriers already serving the routes, and 
refused to require Seaboard to furnish statistics as to the traffic to be 
trucked. Held, that it was error to exclude such evidence. American 
Trucking Ass’ns. v. United States, 65 Sup. Ct. 1499 (1945). 

Two main points can be made for the railroads. First, they cannot 
cooperate with independent truckers to handle way-station hauls, and 
rail ownership of trucks fixes responsibility and centralizes admin- 
istration. Seaboard Airline Ry., Motor Oper., 17 M. C. C. 413, 431 
(1939). However, the Commission has said that past satisfactory 
performance of independent truckers must be considered. Pa. Truck 
Lines, Inc., Ext., 34 M. C. C. 828 (1942) (reported without printed 
opinion). Second, unless trucks are used by the railroads, they must 
either use the slower and costlier peddler cars, or else lose the way- 
freight business to independent truckers. The Commission at first 
required that freight carried in rail-owned trucks must move by rail 
before or after being trucked. Kan. City So. Transp. Co., Com. Car. 
Applic., 10 M. C. C. 221 (1938). Later, railroads were allowed to 
carry in trucks other freight, in competition with independent truck- 
ers, except between key-point, break-bulk stations. Commissioners 
Lee and Rogers dissented. /d., 28 M. C. C. 5 (1941). Thus, the 
railroads were finally allowed to dig into the business of independent 
truckers, to prevent the truckers from digging into the way-station, 
less-than-carload business of the railroads. The dissenting opinions 
in the American Trucking case in the Supreme Court and in the Dis- 
trict Court, 56 F. Supp. 394, 401 (E. D. Va. 1944), said that allow- 
ing the Seaboard to operate trucks applied a standard of “railroad 
convenience and necessity.” 

Strong arguments can be made for the truckers. The railroads can 
strangle competition and may create a monopoly—with their financial 

8 
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power, agents to solicit business, and influence with shippers. In a 
dissenting opinion in McLean Trucking Co. v. United States, 321 
U. S. 67, 64 Sup. Ct. 370, 88 L. ed. 544 (1944), Justice Douglas 
warned: “A pattern of consolidation will have been approved which 
will allow the cartel rather than the competitive system to dominate 
this field. History shows that it is next to impossible to turn back 
the clock once such a trend gets under way.” The Antitrust Division 
of the Department of Justice intervened in the District Court in the 
American Trucking case, supra, and was denied an opportunity to 
show the effect of the rail-truck operations in unduly restraining com- 
petition. Congress intended that the Commission require stricter 
standards than it has followed in granting trucking certificates to rail- 
roads. The statutes provide two doorways through which the rail- 
roads can enter the trucking field: (a) through certificates of “public 
convenience and necessity,” 54 Stat. 923 (1940), 49 U. S. C. §§ 306, 
307, 308; (b) through acquisitions of ownership and control, 54 Stat. 
905 (1940), 49 U. S. C. §5(2). The section on acquisition adopts 
stricter standards than the section on certificates, and requires a find- 
ing, among other things, that railroad control will not unduly restrain 
competition. Congress expressed a policy aimed at regulated compe- 
tition, preservation of the inherent advantage of each mode of trans- 
portation, and avoiding unfair or destructive competition. 54 Stat. 
899 (1940), 49 U.S. C. preceding § 301. It appears that all sections 
of the Act should be construed together, and that Congress did not 
intend, after creating a narrow doorway through which railroads must 
squeeze into the trucking field with difficulty, in the next breath to 
create a larger doorway through which the railroad could walk with 
more ease. 79 Conc. Rec. 5881-5883, 5952, 12206, 12684, 12685; 
89 id. 8908-8910. However, the Commission has made the entry of 
railroads into trucking through the certificate doorway easier than the 
opening of new truck, bus, or rail routes in competition with existing 
railroads and other carriers. Thus, the Commission has ruled that 
railroads shall not build new lines where existing railroads are ade- 
quate, Roy Greene Proposed Constr., 228 I. C. C. 790 (1938); or 
can be made adequate in the future. Applic. of Utah Term. Ry., 72 
I. C. C. 89 (1922) ; Proposed Constr. by P.& S. E. Ry., 1241. C. C. 
346 (1927). There must be an urgent need for a new rail line. Del 
Rio & N. Ry. Co. Proposed Constr., 187 I. C. C. 244 (1932). The 
Commission has also ruled that new bus lines shall not serve routes 
where existing rail or bus lines are adequate. White Circle Com. 
Car. Applic., 1 M. C. C. 583 (1937); G. E. Jackson, Com. Car. 
Applic., 7 M. C. C. 656 (1938). Even though in isolated cases the 
existing bus line was unable to make scheduled trips, no new bus line 
is warranted. Bluenose Bus Co., Ltd., Com. Car. Applic., 1 M. C. C. 
173 (1936). The Commission has decided that truckers shall not 
open new routes where existing carriers give adequate service. Mer- 
rill & Hamel, Inc., Com. Car. Applic., 8 M. C. C. 115 (1928). The 
Commission said, in denying a trucker’s application, that the “consid- 
ered operations are for the convenience of applicant rather than for 
the convenience of the public.” Rolfsmeyer Com. Car. Applic., 1 
M. C. C. 651 (1937). 
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Healthy, regulated competition between the train, the bus, the truck, 
and the airplane has helped improve transportation and removed the 
dead hand of monopoly. In place of the smoky, dust-ridden day-coach 
of bygone days, which left the passenger with grime on his body and 
a cinder in his eye, has come the sleek, air-conditioned coach of today. 
It appears that public convenience and necessity do not require rail- 
roads to operate way-freight trucks unless they are strictly auxiliary 
to rail service, and it is further shown: (a) that existing truck serv- 
ice is inadequate or canot be made adequate, or (b) that cooperation 
with existing truck lines would be impractical. At least a trial period 
of cooperation should be encouraged. } £. E. 


Lasor LAw—Fair Lazsor STANDARDS AcCT—EMPLOYEE’s RE- 
LEASE OF RIGHT TO LIQUIDATED DAMAGES No Bar TO SUBSEQUENT 
Action.—Appellee, the employer, believing that he was not subject 
to the Fair Labor Standards Act, failed to pay overtime wages. Em- 
ployees, appellants, through representatives of their union demanded 
that appellee pay them the sum due and an equal amount in liquidated 
damages. After employees threatened suit, appellee offered to pay 
the overtime wages due without the liquidated damages. Appellants 
accepted and executed a formal release under seal, releasing appellee 
from all further obligations under the Act. Later, the employees sued 
under Section 16(b) of the Fair Labor Standards Act, which pro- 
vides that any employer who violates the unpaid overtime compen- 
sation provision shall be liable to the employees “in the amount of 
their . . . unpaid overtime compensation . . . and in an additional 
equal amount as liquidated damages.” 52 Stat. 1069 (1938), 29 
U. S. C. §216(b). The District Court upheld affirmative defenses 
of accord and satisfaction and release, and dismissed the complaint. 
Held, that the Act prohibits waiver by an employee of his right to 
liquidated damages even where there is a bona fide dispute as to lia- 
bility under the Act, and that such release does not bar a subsequent 
action for liquidated damages. The case was remanded to determine 
whether appellee is in fact subject to the Act. Gangi v. D. A. Schulte, 
150 F. (2d) 694 (C. C. A. 2d, 1945). 

The fundamental guide to legislative purpose and meaning is a 
broad consideration of the legislative policy behind the provision. 
The courts will construe the specific provisions of a statute in con- 
formity with its dominating general purpose. National Labor Rela- 
tions Board v. Hearst Publications, 322 U. S. 111, 64 Sup. Ct. 851, 
88 L. ed. 1170 (1944); Elizabeth Arden Sales Corp. v. Gus Blass 
Co., 150 F. (2d) 988 (C. C. A. 8th, 1945). The Fair Labor Stand- 
ards Act stemmed from existing economic and social conditions re- 
quiring remedial legislation. These conditions, as set forth by Con- 
gress in its declaration of policy, are: the existence in industry of 
substandard wages and excessive hours detrimental to the health, 
efficiency and general well-being of workers; the spreading and per- 
petuation of these labor conditions through the instrumentalities of 
interstate commerce which burdened commerce and caused labor dis- 
putes; the existence of unfair methods of competition through mainte- 
nance of these conditions. An additional fundamental purpose of the 
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Act is that of relieving unemployment by reducing hours of work, 
and promoting economic stability through increased purchasing power. 
Section 2(a), 52 Stat. 1060 (1938), 29 U. S. C. §202; United 
States v. Darby, 312 U. S. 100, 61 Sup. Ct. 451, 85 L. ed. 609 (1941) ; 
Missel v. Overnight Motor Transp. Co., 126 F. (2d) 98 (C. C. A. 
4th, 1942). 

The object of the Fair Labor Standards Act is not merely to regulate 
relations between employers and employees inter se, but also to secure 
the general public interest. Private agreements which are inconsistent 
with wage and hour statutes must yield to the broader public policy 
declared in those acts. Fleming v. Carlton Screw Products Co., 37 
F. Supp. 754 (D. Minn. 1941), aff'd 126 F. (2d) 537 (C. C. A. 8th, 
1942). “The private-public character of this right is further borne 
out by an examination of the enforcement provisions of the Act.” 
Sole right to bring suit for overtime wages and liquidated damages 
was vested in the employee under Section 16(b), notwithstanding the 
recognition of the difficulties of enforcement under the Act. Brooklyn 
Savings Bank v. O’Neil, 65 Sup. Ct. 898 (1945); 83 Conc. REc. 
9264. One of the purposes of the liquidated damages provision was 
to insure compliance with the Act. To permit an employer to gamble 
on evading the Act by securing a release will be to encourage viola- 
tion of it. Contracts tending to encourage violations of the law are 
void as contrary to public policy. Brooklyn Savings Bank v. O’Neil, 
supra. To permit releases would also transgress the Congressional 
policy of uniformity in the application of federal laws. An employer 
should not be permitted to gain a competitive advantage over other 
employers whose employees are less willing to waive liquidated dam- 
ages. Brooklyn Savings Bank v. O’Neil, supra. 

In the dissent in the instant case Judge Chase stated that the doc- 
trine of the O’Neil case prohibiting release of liquidated damages does 
not extend to a case where a bona fide dispute exists as to liability 
under the Act; that enlightened public policy should permit a com- 
promise in instances where employees are competently advised as to 
their rights; that the parties should not be restricted to an “all or 
nothing” gamble. The Supreme Court has held that the liquidated 
damage provision is not penal in character, but constitutes compen- 
sation for the retention of a workman’s pay which might result in 
damages too obscure and difficult of proof for estimate other than by 
liquidated damages. Overnight Motor Transportation Co. v. Missel, 
316 U. S. 572, 62 Sup. Ct. 1216, 86 L. ed. 1682 (1942). Failure to 
pay overtime compensation rendered the employer liable under 
§16(b) of the Act not only for the unpaid overtime, but also for 
liquidated damages in an additional equal amount. This is a single 
and entire liability, and it is not discharged in toto by paying one-half 
of it. Rigopoulis v. Kervan, 140 F. (2d) 506 (C. C. A. 2d, 1943) ; 
Fleming v. Post, 146 F. (2d) 441 (C. C. A. 2d, 1944); (1943) 
57 Harv. L. Rev. 257. In view of the holding in Rigopoulis v. 
Kervan, supra, payment of overtime wages would be inadequate con- 
sideration to support a release of liquidated damages under common 
law standards, as pointed out in the instant case at p. 696, footnote 3. 
Further, the provision for liquidated damages has been held to be 
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mandatory on the courts regardless of the good faith of the employer 
or the reasonableness of his belief that no overtime compensation was 
owed. Missel v. Overnight Motor Transp. Co., supra. Accord and 
satisfaction may be valid consideration for a release where the dispute 
is as to the amount due, but not where the dispute exists as to the 
legal interpretation of the Act as to coverage. See Dopp, ApMINIS- 
TRATION OF WORKMEN'S COMPENSATION, (1936) pp. 187, 188. Cf. 
De Pasquale vy. Williams-Bauer Corp. and Conti-Williams Corp. 
(C. C .A. 2d, 1945) 14 U. S. Law Week 2300. The invalidity of a 
release of liquidated damages under the Act is analogous to the limi- 
tation of free contract in divorce law. In both instances the public is 
a vitally interested third party. Legislative policy and the public in- 
terest should not be forfeited either because of employees’ relinquish- 
ing a right or employers’ intransigent denial of liability. Liability 
under the Act when in doubt must be determined by the courts. To 
hold otherwise would be to nullify the Act and put a premium on 
protracted denial of liability on the part of the employer. 
L. B. E. 


PATENTS—INDEFINITE CLAIMs.—Plaintiff’s patent contains two 
claims, the first for the process of manufacturing an imitation olive 
oil by infusing an oil such as cottonseed, or corn oil, with a macerated 
paste made from dried olives, and the second for the product de- 
scribed as “an oil with novel flavor and odor characteristics,” pro- 
duced by the process outlined in the first claim. A complete descrip- 


tion of the process is contained in the specifications. Held, that in an 
action for infringement, the patent is valid and infringed, the product 
claim being sufficiently definite. Musher Foundation Inc. v. Alba 
Trading Co., 150 F. (2d) 885 (C. C. A. 2d, 1945). 

The Patent Statute, R.S. 4888, 38 Stat. 958 (1915), 35 U. S. C. 
§ 33, specifies that an applicant for a patent shall “particularly point 
out and distinctly claim the part, improvement, or combination which 
he claims is his invention or discovery.” This section is commonly 
interpreted to mean that a person skilled in the art and familiar with 
the disclosure in the specifications should be able to tell from the 
claims what constitutes infringement, or as stated in 1 WALKER ON 
Patents (Deller’s Ed. 1937) p. 1233, “so that the public will know 
what they are prohibited from doing during the term of the patent.” 
Two factors seem to have influenced the courts in rendering decisions 
relative to indefiniteness of claims: the necessity for one who would 
reproduce the process or product to conduct further experimentation 
to ascertain the correct or complete procedure; and the inability of 
the public to tell the limits of the invention from the claims. 

The two leading recent cases holding claims invalid for indefinite- 
ness are General Electric Co. v. Wabash, 304 U. S. 364, 58 Sup. Ct. 
899, 82 L. ed. 1402 (1938), and United Carbon v. Binney & Smith 
Co., 317 U. S. 228, 63 Sup. Ct. 165, 87 L. ed. 232 (1942). In the 
Wabash case, claims were for lamp filaments of tungsten, made up 
of large grains of such size and shape as to prevent sagging and off- 
setting. Reference to the specification failed to give sufficient infor- 
mation to enable one to duplicate the product without additional ex- 
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perimentation. This is obviously not a sufficient disclosure to satisfy 
the requirements of the statute as to definiteness since a duplication 
of the patentee’s experiments would be necessary to detect infringe- 
ment. In the United Carbon case, claims for substantially pure car- 
bon aggregates, approximately 1/16 inch in diameter were invali- 
dated. Here, there was adequate disclosure in the specification, yet 
the public could not tell from the claim what would involve infringe- 
ment, due to the lack of explanation of the meaning of “substantially 
pure” and “approximately 1/16th inch,’ important factors in that 
field. 

Practically all recent cases holding claims invalid for indefiniteness 
have cited either or both of the above cases. Typical of these was 
DeCew v. Union Bag & Paper Corp., 59 F. Supp. 301 (D. N. J. 
1945), where method claims for treating fibres “in such a manner that 
when a size is added to the paper stock chest, the size will react with 
the fibres more rapidly than it will with the solution,” were held in- 
definite. Disclosure was sufficiently instructive to enable one skilled 
in the art to practice the method described, but the claims failed to 
define the limits of the monopoly with required certainty. In Vitamin 
Technologists Inc. v. Wisconsin Alumni Foundation, 146 F. (2d) 
941 (C. C. A. 9th, 1944), claims were held invalid which would 
cause doubt in the minds of investigators and prospective inventors 
in the field as to the amount of exposure which would be “sufficient” 
or “substantial.” Process claims in Standard Oil Co. of Calif. v. 
Tide Water Associated Oil Co., 55 F. Supp. 274 (D. Del. 1943), 
were held indefinite where the operator could not be sure from the 
information disclosed whether he was conducting the process at the 
proper temperature or not. In Holland Furniture Co. v. Perkins Glue 
Co., 277 U. S. 245, 48 Sup. Ct. 474, 72 L. ed. 868 (1928), the in- 
ventor described a particular starch glue which would perform the 
functions of animal glue, and then claimed all starch glues with this 
function. Obviously to avoid infringement, further experimentation 
on the part of the public would be necessary. 

Cases holding claims sufficiently definite have done so on the basis 
that the claims together with the specifications provided sufficient in- 
formation to enable the public to guard against infringement without 
further experimentation. In General Electric Co. v. Hygrade Syl- 
vania Corp., 61 F. Supp. 476 (S. D. N. Y. 1944), the claims were 
held valid since reference to the specifications clearly distinguished 
the patented device from the prior art. The holding in Flexrwood Co. 
v. Matt G. Faussner & Co., 145 F. (2d) 528 (C. C. A. 7th, 1944), 
indicated that claims were valid if in the light of the specifications 
and state of the art, they tell one skilled in the art with reasonable 
clarity what the patentee claims as his invention. The patentee in the 
United Carbon case, supra, procured a reissue patent and in United 
Carbon Co. v. Carbon Black Research Foundation, 59 F. Supp. 384 
(D. Md. 1945), the revised claims specifying with exactness the 
size, shape and purity of the carbon aggregates were held valid, the 
court stating that the claims now met the requirement that the 
patentee must clearly distinguish his product other than by references 
to the process by which he produces it. In Lever Bros Co. v. Proctor 
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& Gamble Mfg. Co., 139 F. (2d) 633 (C. C. A. 4th, 1943), product 
claims for a floating soap described in terms of the process were held 
valid, it being shown that an ordinary soapmaker had no difficulty 
understanding the terms. The Supreme Court in Eibel Process Co. 
v. Minnesota & Ontario Paper Co., 261 U. S. 45, 43 Sup. Ct. 322, 
67 L. ed. 525 (1923), held specifications for high and substantial 
elevation in a paper making machine not too indefinite, since it was 
difficult for the patentee to be more definite due to the varying con- 
ditions of speed and stock. The court pointed out that none of the 
consequences of indefiniteness were involved since persons skilled in 
the art could easily perceive the limits of the invention from the 
claims. In Philadelphia Rubber Works Co. v. United States Rubber 
Reclaiming Works, 225 Fed. 789 (W. D. N. Y. 1915), claims for 
the use of heat from 349° F. to 370° F. “more or less” and for 20 
hours “more or less” were held valid since they would not mislead a 
man skilled in the trade. 

An inspection of the above authorities indicates that in every case 
where claims were held valid, there was sufficient information either 
in the claim, or in the specification when read in conjunction with the 
claim, to inform the public of the limits of the monopoly as required 
by the statute. Those claims that were held invalid did not provide 
sufficient information, even when read in light of the specifications, 
to enable one to ascertain the limits of the invention without at least 
additional experimentation. 

Reiterating that the true intent of the statute is to enable one who 
can read the specifications to tell from the claims whether he would 
infringe, an inspection of the claims in the instant case together with 
the specifications seems to indicate that the requirements of the statute 
have been complied with. It is obvious that the patentee could not 
otherwise describe his oil than by reference to the process because of 
the difficulty of describing taste and odor sensations. The specifica- 
tions outline the process in adequate detail, temperatures and times 
being given precisely. No additional experimentation is necessary 
for one to ascertain whether his product infringes plaintiff's claims, 
and the product could be produced solely with reference to the specifi- 
cations. Therefore, it is felt that this case can be distinguished from 
such cases as the Wabash case, supra, and the United Carbon case, 
supra, and clearly meets the requirements and intent of the statute. 

R. G. I. 


PATENTS — VALIDITY — SUBSTITUTION OF ELEMENT.—Patentee 
was the first to use an old method of frosting the inside of an electric 
light bulb with rounded instead of angular crevices. Patentee was 
also the first to discover that the resultant frosted bulb, the subject 
of the patent in the present suit for infringement, was practically 
as strong as the clear glass bulb. Held, that where there has been 
use of an article or where the method of its manufacture is known, 
more than a new advantage of the product must be discovered in 
order to claim invention. General Electric Co. v. Jewel Incandescent 
Lamp Co., 66 Sup. Ct. 81 (1945). 

To be entitled to the protection of a patent a manufacture, as well 
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as any of the other subjects of the patent, must not only be new and 
useful but must be an invention or a discovery. R. S. § 4886; 35 
U. S. C. §31. Cuno Engineering Corp. v. Automatic Devices Corp., 
314 U. S. 84, 62 Sup. Ct. 37, 86 L. ed. 58 (1941) ; Risdon Iron and 
Locomotive Works v. Medart, 158 U. S. 68, 15 Sup. Ct. 745, 39 L. 
ed. 899 (1895); Gardner v. Herz, 118 U. S. 180, 6 Sup. Ct. 1027, 
30 L. ed. 158 (1886). “Invention is a concept; a thing evolved 
from the mind. It is not a revelation of something which exists 
and was unknown, but is the creation of something which did not 
exist before, possessing the elements of novelty and utility in kind 
and measure different from and greater than what the art might ex- 
pect from its skilled workers.” Pyrene Mfg. Co. v. Boyce, 292 Fed. 
480 (C. C. A. 3d, 1923). Utility, commercial success, and the sat- 
isfaction of a long-felt want do not overcome a lack of invention. 
Altoona Publix Theatres, Inc. v. American Tri-Ergon Corp., 294 
U. S. 477, 55 Sup. Ct. 455, 79 L. ed. 1005 (1935) ; Textile Machine 
Works v. Louis Hirsch Textile Machines, Inc., 302 U. S. 490, 58 
Sup. Ct. 291, 82 L. ed. 382 (1938) ; Pfanstiehl Chemical Co. v. The 
American Platinum Works, 135 F. (2d) 171 (C. C. A. 3rd, 1943) ; 
General Metals Power Co. v. S. K. Wellman Co., 57 F. Supp. 220 
(N. D. Ohio, 1944). The presence or absence of invention is a 
question of fact and in its determination the entire field of the prior 
art must be considered. Wood v. Peerless Motor Car Corporation, 
75 F. (2d) 554 (C. C. A. 6th, 1935). Merely substituting an 
equivalent for an element of a patented combination is not an in- 
ventive act. Stockham Pipe & Fittings Co. v. Ohio Steel Foundry 
Co., 78 F. (2d) 111 (C. C. A. 6th, 1935); In re Williams, 36 F. 
(2d) 436 (C. C. P. A. 1929); In re Sweetland, 12 F. (2d) 163 
(App. D. C. 1926). <A substituted element is an equivalent if it 
operates in substantially the same way to produce substantially the 
same result as the element it is substituted for. In re Husted, 39 F. 
(2d) 713 (C. C. P. A. 1930). The substitution of an element must 
involve invention over the teachings of the prior art if the product 
is to enjoy the protection of a patent. Carbide and Carbon Chemicals 
Corporation v. Coe, Commissioner of Patents, 102 F. (2d) 236 (App. 
D. C. 1938). “It is not invention to change a process, machine, man- 
ufacture or composition of matter, by substituting an equivalent for 
any of its parts; unless the new part not only performs the function 
of the part for which it was substituted, but also performs another 
functien, by another mode of operation.” WALKER ON PATENTS 
(Deller’s Ed. 1937), § 40. But the fact that the substitution seems 
simple after being made is not conclusive of lack of invention. Silent 
Glow Oil Burner Corporation v. Crookes, 6 F. Supp. 585 (D. Conn. 
1934). It is strong evidence of invention when the substitution has 
accomplished a result which had long been sought by others skilled 
in the art. Expanded Metal Company v. Bradford, 214 U. S. 366, 
29 Sup. Ct. 652, 53 L. ed. 1034 (1909) ; George Frost Co. v. Cohn, 
119 F. 505 (C. C. A. 2d, 1902). When the exercise of inventive 
capacity is in doubt, commercial success of the article is also evidence 
of invention. Goodyear Tire & Rubber Co. v. Ray-O-Vac Co., 321 
U. S. 275, 64 Sup. Ct. 593, 88 L. ed. 721 (1944) ; Paramount Publix 
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Corp. v. American Tri-Ergon Corp., 294 U. S. 464, 55 Sup. Ct.. 449, 
79 L. ed. 997 (1935). 

In the instant case, it is apparent that there was doubt as to the 
presence or absence of invention because of the conflict of decisions 
among the Circuit Courts of Appeal, where the patent was held to be 
valid in the second and sixth circuits and invalid by the third circuit. 
It is felt that the Court would have been justified in resolving this 
doubt in favor of invention by the patentee and upholding the validity 
of the patent in view of commercial success of the article, and the 
fact that patentee succeeded where others working in the art had 
failed. A. P. D. 


TAXATION—COMMUNITY PRopERTY STATE—POWER OF CONGRESS 
To Levy an Estate Tax.—Commissioner of Internal Revenue, act- 
ing under § 402 (b) (2) and § 404 (a) of the Revenue Act of 1942, 
levied an estate tax on the termination of a Louisiana marital com- 
munity by the death of the husband, the tax being measured by the 
entire community property, in which was included the entire pro- 
ceeds of insurance policies on decedent’s life. The heirs of decedent 
brought suit to recover so much of the estate tax paid as is attribu- 
table to the inclusion in decedent’s gross estate of his wife’s share 
of the community property, and of all, rather than half of the in- 
surance money. The District Court gave judgment for the heirs, 
holding that the statute as applied violated the due process clause of 
the Fifth Amendment. 60 F. Supp. 169 (E. D. La. 1945). Held, 
that the death of either husband or wife of a marital community 
effects sufficient alteration in the spouse’s possession and enjoyment 
and reciprocal powers of control and disposition of the community 
property as to warrant the imposition of an excise tax measured by 
the value of the property of the entire community. Fernandez, U. S. 
Collector of Internal Revenue v. Wiener, 66 Sup. Ct. 178 (1945). 

This case raises the question of the power of Congress to tax a 
marital community as a unit. New importance attaches to this prob- 
lem due to the recent enactment of compulsory community laws in 
Oklahoma, Oregon and Hawaii. In 1930 the Supreme Court sanc- 
tioned the division of income for tax purposes in community property 
states. Poe v. Seaborn, 282 U.S. 101, 51 Sup. Ct. 58, 75 L. ed. 239 
(1930). Although no ruling has yet been issued, the Treasury De- 
partment by instructions to its field offices has indicated that the 
Oklahoma law, effective July 26, 1945, and the Hawaii law, effective 
June 1, 1945, come within the purview of the Seaborn case. Par. 
70,338, Prentice-HALL Fep. Tax Service (1946). Hawaii and 
Oklahoma and the other eight states having community property laws 
comprise a substantial portion of our population which enjoys a defi- 
nite tax advantage. The Government has long sought to remedy this 
discrimination, and in recent years pressure for a review of the law 
established in the Seaborn case has increased. 

Under the Louisiana Civil Code the husband and wife each has 
at all times an equal present interest in an undivided half of the 
whole community, and upon the termination of the community each 
has an indefeasible right to take his or her share to the exclusion of 
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the other. The management is entrusted to the exclusive control 
of the husband. This being the case, the District Court felt that 
the statute ignored the reality of the wife’s interest in the commu- 
nity, and that any attempt to measure the tax of one person’s prop- 
erty by reference to the property of another is contrary to due process 
of law. Hoeper v. Tax Commission, 284 U. S. 206, 52 Sup. Ct. 120, 
76 L. ed. 248 (1931). It refused to support the statute on the ground 
that economic benefits were shifted at death. A tax must be meas- 
ured by the shifting of real economic benefits as distinguished by 
mere agency or trust powers. Reinecke v. Northern Trust Company, 
278 U. S. 339, 49 Sup. Ct. 123, 73 L. ed. 410 (1929); Poe v. Sea- 
born, supra. 

The decision of the Supreme Court turns on the fact that the levy 
is an excise and not a property tax. As such it does not take the 
survivor’s property to pay the tax on decedent’s estate. As the tax 
is on the surrender of old incidents of property by the decedent and 
the acquisition of new by the survivor, it is appropriately measured 
by the value to which these incidents attach. Moffitt v. Kelly, 218 
U. S. 400, 31 Sup. Ct. 79, 54 L. ed. 1086 (1910). The estate tax 
as originally devised and constitutionally supported was a tax upon 
transfers. Knowlton v. Moore, 178 U. S. 41, 20 Sup. Ct. 747, 44 
L. ed. 969 (1900); Y. M.C. A. v. Davis, 264 U. S. 47, 44 Sup. Ct. 
291, 68 L. ed. 558 (1924). But the power of Congress to impose 
death taxes is not limited to transfers at death. Without apportion- 
ment it may tax an excise upon a particular use or enjoyment of prop- 
erty or the shifting by one to another of any power or privilege inci- 
dental to the ownership or enjoyment of property. Bromley v. 
McCaughn, 280 U. S. 124, 50 Sup. Ct. 46, 74 L. ed. 226 (1929) ; 
Burnet v. Wells, 289 U. S. 670, 53 Sup. Ct. 761, 77 L. ed. 1439 
(1933). 

It was the intent of Congress in enacting the statute to apply to 
community property the principles of death taxes which it had al- 
ready applied to other forms of joint ownership, on the death of either 
of the joint owners. H. Rept. 2333, 77th Cong. 2d Sess., pp. 35-37, 
160 (1942). In the case of community property the death of the 
husband not only operates to transfer his rights in his share of the 
community to his heirs or those taking under his will, but it also 
terminates his control over the wife’s share, and brings her half of 
the property into her full and complete possession and control. This 
shift of powers over the wife’s share, though the ownership thereof 
remains unchanged, furnishes appropriate occasion for the imposi- 
tion of an excise tax. A similar tax was upheld when applied to 
tenancies by the entirety in Tyler v. United States, 281 U. S. 497, 
50 Sup. Ct. 356, 74 L. ed. 991 (1930); and to property held in 
joint tenancy in United States v. Jacobs, 306 U. S. 363, 59 Sup. Ct. 
551, 83 L. ed. 763 (1939). It is worth noting that in its opinion 
the District Court cited the Tyler and Jacobs cases and distinguished 
them from the present case on the ground that death in those cases 
became the generating source of important and definite accessions 
to the survivor’s property rights, whereas in community property 
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cases death confers no added property rights on the survivor. The 
Supreme Court rejected this distinction. 

The taxpayer contended that the statute failed to meet the consti- 
tutional requirement of uniformity because it disregards for pur- 
poses of taxation the property laws of the community property states, 
while recognizing the property laws of other states for those pur- 
poses. But differences in state laws may not be read into the Revenue 
Act to spell out a lack of uniformity in the constitutional sense. 
Phillips v. Commissioner, 283 U. S. 589, 51 Sup. Ct. 608, 75 L. ed. 
1289 (1931). The statute in this case is geographically uniform in 
its application to the only subject which it treats, community prop- 
erty interests. 

As was the case in Commissioner v. Harmon, 323 U. S. 44, 65 
Sup. Ct. 103 (1944), Mr. Justice Douglas and Mr. Justice Black 
indicated that they do not look with favor upon the decision in Poe 
v. Seaborn, supra. In a concurring opinion they were prepared to 
overrule the principle of Hoeper v. Tax Commission supra, saying: 
“Between husband and wife notions of vested interest and ownership 
and like established by local law are no sure guide to what belongs 
to one or the other in any practical sense. There is no reason why 
that which is in fact an economic unit may not be treated as one 
in law.” 

While the decision of the Court can be supported on constitutional 
grounds, and eliminates the discrimination as to the estate tax, the 
concurring opinion meets the problem more squarely, and adds more 
to a clarification of the community property riddle. Since Poe v. 
Seaborn, supra, was decided on the express provisions of the income 
tax act, and the principle that re-enactment of a statute without 
change in verbiage is equivalent to legislative sanction of previous 
executive construction placed upon it controlled the issue to a certain 
extent, we should look to Congress for a further remedy of the tax 
discrimination resulting from community property laws. 


J. Y. M. 


TAXATION—INCOME TAx DeEpUCTION—ORDINARY AND NECES- 
SARY EXxPENSES—MANAGEMENT OF Property HELD FOR THE PRO- 
DUCTION OF INCOME—LEGAL EXPENSE.—Petitioners had bought 
over 1,400 shares of stock of Kreuger & Toll Co., at an approximate 
cost of $19,000, which they had held for the production of income. 
In 1932 Kreuger & Toll was adjudicated a bankrupt. On their in- 
come tax returns for that year petitioners claimed capital losses for 
the cost of this stock, on the ground that it had become entirely worth- 
less during the year. The respondent disallowed these claims, where- 
upon the petitioners paid the taxes as determined by him and later 
brought suit in the District Court of the United States for recovery 
of the tax resulting from the disallowance of these claims. They re- 
covered the amounts of the overpayments, together with interest, in 
1940. On their returns for 1940 petitioners claimed deductions for 
legal expenses incurred by reason of this litigation, but respondent 
allowed only that part of such expenses that was proportional to the 
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interest obtained, disallowing the remainder as pertaining to the re- 
covery of tax. Held, one Judge dissenting and one concurring only 
in the result, that the petitioners are entitled to deduct the expenses 
of litigation to recover an overpayment of income tax resulting from 
the disallowance of a loss in connection with property which had been 
held for the production of income, as a cost of the management of such 
property. Cammack v. Comm’r, 5 T. C. 467 (1945). 

Although this decision seems to present a simple issue of statutory 
construction, in reality it touches upon the fundamental constitutional 
concepts as to the nature and scope of “income” under the Sixteenth 
Amendment. The underlying question, ever present in cases of this 
type, is whether gross receipts are potentially taxable under the Six- 
teenth Amendment, or whether constitutionally taxable income is only 
determined when certain basic subtractions have been made from the 
total of such receipts. Even if it be conceded that a pure return of 
capital is never taxable as income, the problem yet remains as to 
whether any other inflowing value is not lawfully subject to taxation. 
The Supreme Court has defined “income,” as that term is used in the 
Sixteenth Amendment, as the gain derived from capital, from labor, 
or from both combined, provided it be understood to include profit 
gained through a sale or conversion of capital assets. Eisner v. 
Macomber, 252 U. S. 189, 40 Sup. Ct. 189, 64 L. ed. 521 (1920). 
But the Court has also said, “Tax deductions are a matter of legisla- 
tive grace.” New Colonial Ice Co. v. Helvering, 292 U. S. 435, 54 
Sup. Ct. 788, 78 L. ed. 1348 (1934). Since the words “gain” and 
“profit” imply net increment, these respective statements of the Court, 
without further qualification, would be irreconcilable. Any harmoni- 
zation of these statements must turn upon a precise, technical appli- 
cation of certain words and phrases, a precision of application which 
is not always found even in the Internal Revenue Code. By correct 
usage the expression “gross receipts” includes the entire inflow of 
value realized by the taxpayer, while “gross income” is the amount 
remaining after returns of capital, gifts, legacies, and other items 
which have no basis in accretion and consideration have been ex- 
cluded from gross receipts. Such items are properly termed “exclu- 
sions.” “Income” is the amount remaining after the expenses re- 
quired to obtain gross income have been deducted therefrom, and the 
term “deduction” should be reserved for such items of expense. De- 
ductions of this nature are not mere matters of legislative grace, but 
are inherently necessary as a matter of computation to arrive at in- 
come, as this word is defined in Eisner v. Macomber. There is, how- 
ever, another class of items which may also be subtracted from gross 
income in order to arrive at “net income” as defined by § 21(a) Inr. 
Rev. Cope, and the term “deduction” has been extended to cover such 
items.. These so-called deductions are of a nature akin to the “per- 
sonal exemption,” which is, in reality, an allowance for the personal 
expenses of the taxpayer. They include the allowances for medical 
expense, alimony, non-business interest and taxes, and other allow- 
ances of a similarly personal nature which Congress has seen fit 
to accord income taxpayers under classifications which it has estab- 
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lished. Deductions of this nature are allowed by Congress wholly as 
a matter of grace. Davis v. United States, 87 F. (2d) 323 (C. C. A. 
2d, 1937), cert. den., 301 U. S. 704, 57 Sup. Ct. 937, 81 L. ed. 1359 
(1937), reh. den., 302 U. S. 773, 58 Sup. Ct. 5, 82 L. ed. 599 (1937). 
It would, perhaps, subserve the purposes of clarity if deductions of 
this type were denominated as “exemptions.” 

In Dobson v. Comm’r, 320 U. S. 489, 64 Sup. Ct. 239, 88 L. ed. 
248 (1943), the Court observed that no branch of the law touches 
human activities at so many points as does the income tax law, and 
that, while it can never be made simple, it should not be made need- 
lessly complex. Recognizing the fact that frequent amendment of the 
statute causes continuing uncertainty and litigation, the Court pointed 
out that all too often amendments are made necessary by court de- 
cisions and added that conflicts are multiplied by treating as questions 
of law what really are disputes over proper accounting. This last 
statement is aptly exemplified by Higgins v. Comm’r, 312 U. S. 212, 
61 Sup. Ct. 475, 85 L. ed. 783 (1941), for by that decision items, 
which would have been deductions in accordance with the principles 
of accountancy, were included in income as a matter of law. This 
decision necessitated the enactment by Congress of § 23(a) (2) Int. 
Rev. Cope, in the Revenue Act of 1942, in order to prevent the basing 
of tax on gross income and to uphold the principle enunciated in Eis- 
ner v. Macomber. This section provides for the deductibility of all the 
ordinary and necessary expenses paid or incurred during the taxable 
year for the production or collection of income, or for the manage- 
ment, conservation, or maintenance of property held for the produc- 
tion of income. Any doubt as to the breadth of the Congressional 
intent in the enactment of this amendment is dispelled by the com- 
mittee reports, wherein the only relevant transactions expressly ex- 
cluded from the benefits of this section are those carried on “primarily 
as a sport, hobby, or recreation.” S. Rept. 1631, 77th Cong., 2d 
Sess., pp. 87-88 (1942); H. Rept. 2333, 77th Cong., 2d Sess., pp. 
74-75 (1942). But for the Higgins case this amendment would have 
been unnecessary, for § 23(a), now §23(a) (1) Int. Rev. Cope, 
provides for the deduction of all ordinary and necessary expenses in- 
curred in the carrying on of any trade or business. This provision 
was, in substance, part of the Revenue Act of 1913, the first income 
tax law enacted under the Sixteenth Amendment. In Flint v. Stone 
Tracy Co., 220 U. S. 107, 31 Sup. Ct. 342, 55 L. ed. 389 (1911) the 
classical definition, “ ‘Business’ is a very comprehensive term and em- 
braces everything about which a person can be employed,” was an- 
nounced. The Revenue Act of 1913 was passed but a short time after 
this case was decided, and the word “business” was doubtless used 
therein in the light of the definition and intended to include those ac- 
tivities now provided for in § 23(a) (2). But in the Higgins case 
the Court denied the applicability of this definition for reasons so 
vague as to be totally unconvincing, and by that decision it necessi- 
tated further burdensome and complicating legislation. 

In Kornhauser v. United States, 276 U. S. 145, 48 Sup. Ct. 219, 72 
L. ed. 505 (1928), the Court said, “An attorney’s fee charged in con- 
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nection with a lawsuit is an ‘ordinary and necessary’ expense, since 
a suit ordinarily and as a general thing necessarily requires the em- 
ployment of counsel and payment of his charges.” And in Dobson v. 
Comm’r, supra, the Court pointed out that whether an apparently 
integrated transaction shall be broken up into several steps or whether 
what apparently are several steps shall be synthesized into one whole 
transaction is frequently a necessary determination in deciding tax 
consequences. But Reg. 111, § 29.23(a)-15, as well as the corre- 
sponding section of Reg. 103, provided that expenditures for the pur- 
pose of recovering taxes (other than recoveries required to be in- 
cluded in income) or for the purpose of resisting a proposed addi- 
tional assessment of taxes (other than taxes on property held for the 
production of income) are not deductible expenses under § 23(a) (2) 
Int. Rev. Cope, except that part thereof which the taxpayer clearly 
shows to be properly allocable to the recovery of interest to be in- 
cluded in income. However, in Bingham’s Trust v. Comm’r 65 S. 
Ct. 1232 (1945), the Court held, “So far as this regulation purports 
to deny deductions of litigation expense unless it is to produce income, 
it is not in conformity to the statute. . . . To that extent and to the 
extent that it departs from the rule of Kornhauser v. United States it 
conflicts with the meaning and purpose of section 23(a) (2) and is 
unauthorized.” The Court further stated that the requirement of 
§ 23(a) (2) that deductible expenses be “ordinary and necessary” 
implies that they must be reasonable in amount and must bear a rea- 
sonable and proximate relation to the management of property held 
for the production of income, adding that ordinarily questions of rea- 
sonableness and proximity are for the triers of facts. 

In the instant case the litigation expenses were not directly incurred 
for the production of income, as the worthless securities themselves 
no longer had any income-producing potentialities. But, as explained 
in the majority opinion, the deduction for tax purposes of the loss 
resulting from the devaluation of these securities, securities which 
had been held for the production of income, was the only remaining 
means by which any economic benefit therefrom might be obtained, 
and likewise the litigation to obtain a refund of the taxes paid by rea- 
son of the disallowance of that deduction was an act of management 
proximately connected with the other acts of management of this 
property. Accordingly, the step represented by that litigation was 
integrated by the Tax Court with such preceding steps of manage- 
ment, and these steps were thus synthesized into one entire transac- 
tion for the purpose of deciding tax consequences, in the manner dis- 
cussed in the Dobson case. 

From the viewpoint of statutory construction, the majority opinion 
is harmonious with the Bingham’s Trust case, the latest word of the 
Supreme Court on the pertinent statute. And, by refusing to counte- 
nance the disallowance of a deduction thus connected with the pro- 
duction of income, this opinion upholds and fortifies the basic defi- 
nition of “income” under the Sixteenth Amendment, as enunciated in 
Eisner v. Macomber. The decision is thoroughly correct in principle 
and is amply supported by authority. j. B &. 





